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Network Deficit? 
Interorganizational Relationships and the Software Industry in Hong Kong 
Abstract 
This paper examines the relevance of interorganizational relationships in the 
software industry in Hong Kong to the performance of software firms and the 
industry. The current literature on IT clusters and social capital in the Silicon 
Valley highlights the role of the inter-firm network as a source of innovation 
and competitiveness. This exploratory study extends this line of work by 
focusing on the burgeoning software industry in Hong Kong. It is found that 
there are few pre-existing ties in Hong Kong's software industry and firms do 
not form alliances or exchange resources with other companies adequately. 
The innovative and productive network as evident in Silicon Valley is plainly 
absent in Hong Kong. As such, firms cannot fully utilize the kind of network 
on client acquisition, capital accumulation, joint research for product 
innovation or inter-organizational learning. The lack of institutional drivers 
for network building in the form of public policies and public-sector agencies 
like trade associations has had a negative effect on the software community. 
The limited scope of inter-organizational relationships is one of the reasons 
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Chapter 1 Introduction 
CHATER1 INTRODUCTION 
1.1 Motivation 
Information technology (IT) and the rise of the Internet has revolutionized the 
industrial landscape and has changed the rules of the market game. First, information 
transfer has been smoothened and globalized with the electronic media which has 
narrowed the information gap between individuals in the market and improved market 
transparency. Second, the application of sophisticated IT systems enables megabytes 
of information to be processed at the same time. Each company can handle more 
internal data and external information. Companies can systematically process 
information concerning intense competition, customer requirements, strategies of 
competitors, prices of raw materials etc. Thus, IT improves the responsiveness and 
survival capability of firms. We have entered the era of the information society in 
which success is determined by the amount and kind of information or knowledge 
owned by an individual. Most companies need the support of the IT industry in the 
information economy landscape. 
Companies require IT to increase or to maintain their competitiveness in the 
market. A company may not be very successful with IT, but, a company may face big 
problems without using IT (Carr 2004). We can see that even a retail shop and a 
restaurant will adopt an IT system to improve their business processes. It seems that 
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IT has become an "entry ticket” to the market. In addition, firms need IT to enhance 
their production capability. For example, enterprise resource planning, internet 
banking, online trading and email systems are widely used by manufacturing and 
servicing industries to improve their efficiency. IT is widely applied in both daily 
business operations and in our daily lives and it constitutes a very important part in the 
economy of century. Many firms should adopt IT if they want to stay in the 
market. 
The significance of IT in our economy stimulates my interest to study the IT 
industry. Furthermore, the IT industry, by itself, is of interest to many researchers. 
The study of the hard disk drive industry of Singapore, the computer industry of Japan, 
software industry in Ireland and telecommunications industry of Finland are such 
examples. It is interesting to study the growth of the industry and the factors affecting 
the ups and downs of the industry. 
1.2 Common explanations of economic success 
Different scholars interpret and explain the rise and fall of an industry in different 
ways. Statists contend that the performance of industry is closely related to state 
competence. They argue that an effective government can promote the development of 
industries and cultivate selected firms or industries with better performance. Based on 
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this principle, industry performance, just like any other developmental outcome, is also 
determined by the government. On the other hand, neoclassical economists assert that 
it is the invisible hands of supply and demand regulating the ups and downs in the 
market. Thus, organizational competitiveness is determined by the market instead. 
Interorganizational relationship (lOR) theorists, on the other hand, maintain that 
actors in the market are not atomized and passive individuals. Interaction can alter 
human behaviour. For example, when faced with making a decision people may 
change their mind under group pressure. From the perspective of lOR, relationships 
between organizations in a network will affect individual outcome as well as the 
aggregate outcome of the network. Thus, development of an industry should be 
determined by its interorganizational relationship. 
i) Explanation from Neoclassical Economic Perspectives 
To neoclassical economists, economics is the study of the allocation of resources. 
With a focus on the resource allocation and role of market, neoclassical economists 
study whether a market can allocate resources efficiently. They believe that the 
invisible hand of the market provide the most appropriate mechanism for resource 
allocation. 
Market winners should be those who know how to allocate resources efficiently. 
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Winners should have the capability to develop strategies to make the company more 
competitive. They will devise tactics to maximize the operational efficiency of firms 
in the macroeconomic environment. Under the market mechanism, resources can be 
effectively used which can minimize the cost of production and maximize return on 
investment. 
Neoclassical economists assume that resources are scarce and the average human 
being is self-interested and highly rational. People want to bargain for more resources 
like capital, land, labour and information in the market and maximize their benefits. 
People are profit maximizing individuals. Thus, individuals will choose a course of 
action that leads to the largest possible advantage. People are limited by the prices of 
resources, good and services, income, technology for transforming resources into goods 
and services, taxes and regulation and so on. The constraints in the given situation 
are criteria for a rational individual to evaluate before making choices. 
The role of government from the neoclassical economic perspective is to provide 
a stable environment with a healthy legal system to support the normal operation of the 
market and efficient resource allocation. Government should set up an environment 
for people in which they can complete transactions and choose freely in the market. 
We should note that market and government should be neutral without any bias. They 
will not actively pick any winners. Freidman (1980) said that it was dangerous to have 
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an "overgovemized society". What we need is a limited government to organize 
economic activity based on the voluntary exchange among people. The neoclassical 
economists are supporters of a free market, who urge that people should have the 
freedom to control their lives and make choices, and the government should never make 
choices for us. 
ii) Explanation from the Statist Perspective 
Statists believe that the government should be responsible for the developmental 
outcome of a society. They do not believe in a free market. Instead, they think that 
states can nurture and pick the winners of an economy. For example, Peter Evans 
(1995) points out that economic development is not a fixed, nor a structurally 
determined outcome. To him, government should have the capacity to lead the country 
to participate in the global market and alter its position in the international value chain. 
This implies that countries in the lower tier may be able to climb up to the upper 
position. A state should aggressively seek opportunity to construct its own 
comparative advantage despite exogenous constraints. He quotes India and Korea as 
examples to illustrate how these developmental states incubate the information 
technology industry successfully. Peter Evans tries to show that the state plays an 
essential role in the development of a country and in the transformation of its industry. 
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The involvement of the state is inevitable. He argues that instead of considering "how 
much" the state can intervene, we should consider "what kind o f " state intervention 
should there be. (Evans 1995). Following the statist logic, state capacity and state 
autonomy are the prerequisites for government's successful involvement in 
transforming the industries (Evans 1995; Skocpol 1985). Otherwise, government 
promotion policy cannot be carried out smoothly. To apply the statist concept to the IT 
sector, developmental states should have both a favorable policy and active promotion 
in order to increase competitiveness of the industry in the lucrative global market. For 
example, the National Association of Software and Services Companies (NASSCOM) 
of India has paid much attention to promoting the IT industry in the region so as to 
attract investment from multinational IT corporations and to export its IT products or 
services to the United States. India is ranked as the second most attractive region for 
outsourcing opportunities in the world for high tech products or services (Kent 2004). 
Statist scholars acknowledge the essential role of the state in the development of 
industry. Singapore is an example of active state intervention. The Infocomm 
Development Authority of Singapore Government makes a great effort to attract global 
IT giants to set up regional offices in the country. This strategy aims at facilitating 
technology transfer from multinational corporations (MNCs) to local IT ventures. 
The government hopes that the technology level of local ventures and of the industry as 
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a whole, can be boosted in the process. The assumption here is that if a government 
gives incentives like tax reduction or trade benefits to foreign firms, the incentives will 
somehow be attractive enough such that the foreign firms will accept the offer and set 
up a new regional division. The regional office will bring economic benefits to that 
country and so the incentives are justified. The second assumption is that there should 
be technology transfer between the MNC and local firms and the industry level of that 
country will be upgraded. 
iii) Limitations of Neoclassical and Statist Perspectives 
Although state and market influence the performance of an industry to a certain 
extent, both perspectives are analyzing phenomenon from a macro level. Mechanisms 
in the meso and micro level seem to be ignored. 
The problem is that firms may not follow the most desirable direction as laid out in 
the government plan. There have been cases in some countries that the MNCs may not 
share their technology or they just share lower-end technology with only a few added 
values with local industry. Secondly, local firms may not welcome the MNCs 
because of the increased competition. Therefore, we may fail to recognize the 
reaction of firms towards state policy if we just focus on the government side only. We 
should also consider the reaction of firms in the development process. 
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On the other hand, adopting a neoclassical explanation in the high technology 
sector like software is not enough. This is because the nature of technology is 
proprietary, and exchange of technology in the open market is not so effective (Kogut 
and Zander 1995). Unlike other public goods, knowledge-based technology is not 
widely available for effective sale in the market. In other words, transactions of 
technology in the market are somewhat limited by its proprietary nature. Advanced 
technology is mainly owned by restricted parties like government research institutes, 
universities and large companies. Such parties are those which have strong financial, 
equipment and manpower support. Due to restrictions on ownership, it is not easy to 
buy advanced technology in the market. It is hard to apply free market mechanisms 
in the technology market. Furthermore, much technological development is initiated 
in research institutes or government laboratories in developed countries like the United 
States, Germany and Finland. Because the technology is not originated in the free 
market, some countries even have tight restrictions on the export of such technology. 
The operation and exchange of technology beyond the free market is the dark area 
which the neoclassical perspective fails to address. 
From a sociological perspective, there should be some social principles guiding the 
behaviour of firms and individuals in the market (Hamilton, Orru and Biggait 1987; 
Granovetter 1987). For example, peer pressure will affect the choice of individuals. 
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Because people are not isolated entities in their environment, they will listen to the 
advice from their friends and change their preferences accordingly. Or people dare not 
make a choice due to social pressure. Granovetter and Swedberg (2001) points out the 
economic action is also a social action; and that individuals are not purely “economic 
men，’. Because our action is bounded by the context in which we are situated, we 
cannot neglect the process of how the actors exchange in an economic or social action. 
The interaction of organizations and people can have an impact on the market and its 
performance at the same time. Human interaction may affect the choices of 
individuals. For example, people will choose the one with whom they have a link to 
exchange with, though it may not be the best alternative. Therefore, the market will 
favour those people who have more associations with others. We can observe that 
those highly connected individuals will perform better in the market. This suggests 
that inter-organizational relationships can influence the performance of an industry. 
Incorporating a discussion on inter-organizational relationship in the socio-economic 
analysis can deepen our understanding of industry outcomes. We can then understand 
how firms respond to external market constraints and adapt to the environment beyond 
the economic perspective. 
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iv) Importance of the interorganizational relationships perspective 
Explaining the role played by lOR should not be neglected because lOR is closely 
related to economic success as well as to organizational performance (Thorelli 1986). 
lOR can improve the performance of high tech industry because it improves the 
response of firms towards rapid changes in the high tech market (Moriarty and Kosnik 
1989). It does this because the cooperation between high-tech firms enhances 
innovation. Furthermore, the environment faced by the high-tech firms is especially 
turbulent and risky (Francis and Collins-Dodd 2000; Moriarty and Kosnik 1989) due to 
frequent and continuous changes in technology, market and firms. To respond to the 
market flux, high technology firms need rapid product development and constant 
industrial upgrading. The more information that is gained by a firm in the market, the 
more successful the firm will be. So individual firms need to make use of up-to-date 
information to keep abreast of the market trend. Thus, constant exchange between 
firms and its environment can improve the ability of firms to collect market information 
and increase their chance of survival. 
Inter-firm ties have a strong association with the success of high-tech regions in the 
world. Silicon Valley is one of the most representative examples. Previous studies 
by AnnaLee Saxenian (1994) find that places like Silicon Valley in the United States are 
"protean places" with networks of entrepreneurs having flexible interaction which 
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contributes to the technological innovation and success of the region. The close and 
extensive personal networks like alumni and cross-company networks promote close 
cooperation between enterprises in the Silicon Valley. 
A technological breakthrough can redefine the competitive advantage of firms 
which in turn alters the market structure. The new technology brings a new rival to the 
market. Technology invention may stimulate market demand and change the 
expectations of customers. Because of the shortness of the product life cycle of 
technological products and the unpredictable market demand, high-tech firms are 
exposed to a risky environment. Technology transfer, information exchange as well as 
interpersonal relations are the core of those interorganizational relationships which are 
believed to help firms to reduce risk in the uncertain environment (Thorelli 1986). 
Through interorganizational exchange, firms can gain more market information and 
develop their technical expertise to enable them to perform better in the market. 
Interorganizational relationship is one of the primary factors determining the 
performance of high tech industry. 
1.3 The Research 
The choice of studying the software industry 
My unit of analysis is the software industry. It is chosen because among the 
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different aspects of the IT industry in Hong Kong, it is the most developed. Software 
is also a major sector of what constitutes the IT industry. To me, the IT industry, 
especially the software industry is a challenging industry to study. 
in Research questions and significance 
The development of an industry is an interesting topic for sociological study. 
Most of us may agree that high-tech industry will be one of the pillars to support the 
advancement of other industries and the society in the future. The impetus from 
technological evolution is not restricted to the hi-tech sector; it can also improve the 
factor of production in other industries. Nonetheless, compared to other Newly 
Industrializing Economies (NIEs) in East Asia such as Singapore, South Korea and 
Taiwan, the development of hi-tech industry in Hong Kong seems to be lagging behind. 
I would like to use the software industry as an example of the information technology 
industry so I can investigate how inter-organizational relationship, as one of the factors, 
affects the development of the IT industry in Hong Kong. 
A number of studies discuss the fact that close interorganizational relationship 
benefits the performance of the high-tech industry in other countries. It seems that 
there has been no similar study of how inter-organizational relationship affects the 
performance and development high-tech industry in Hong Kong. I would like to 
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contribute my working experience and knowledge in the software industry and present a 
better picture about the development of high-tech industry in Hong Kong. 
1.4 Thesis Layout 
Previous studies in high tech regions also find that formal and informal networks 
of firms can promote innovation in industry. Studies on business development in Hong 
Kong also find that interorganizational networks or social networks are an important 
element to boost corporate performance. Therefore, the role played by interpersonal 
networks in the Chinese business community should never be overlooked. Basing 
my work on previous researches, I would like to investigate the correlation between 
interorganizational relationship and the performance of software the industry, with 
particular reference to the following areas: 
• What kind of interorganizational relationship (lOR) is found in the software 
industry in Hong Kong? 
• How do the lOR mechanisms like resource sharing and inter-organizational 
learning affect the performance of the industry? 
• What are the factors contributing to the formation of lOR patterns in the 
industry? 
The thesis aims to study how interorganizational relationship affect the 
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performance of software industry in Hong Kong. The research question and 
significance has been outlined in Chapter 1. In Chapter 2，an extensive literature 
review regarding social networks and the interorganizational approach and its 
association with industry is undertaken . Research objectives and methodology will be 
discussed in Chapter 3. Case studies and industrial statistics are tools I shall to analyze 
the development of the software industry in Hong Kong. I will try to incorporate 
individual company data to support my argument at the industry level so as to construct 
a clearer picture of the software sector in Hong Kong. As a result, an overview of the 
IT industry and nature of interorganizational relationship in the software industry is 
presented. With this in mind we will be able to find out the current situation of the IT 
industry in Hong Kong and compare it to that in other countries in Chapter 4. Then, in 
Chapter 5, the mechanisms affecting interorganizational relationship and industrial 
outcomes with four company case studies will be introduced. In Chapter 6，the factors 
conducive to the kind of interorganizational relationship exhibited in the software 
industry in Hong Kong will be discussed. In the concluding chapter (Chapter 7)，the 
significant findings of this thesis are highlighted, particularly, how interorganizational 
networks affect the development outcomes of the software industry. 
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CHAPTER 2 LITERATURE REVIEW: THE STUDY OF 
INTERORGANIZATIONAL RELATIONSHIPS AND THEIR IMPORTANCE 
TO THE IT INDUSTRY 
2.1 Importance of Social Networks 
The Chinese business system is long established as a network embedded with 
trust, ethnic affiliation and a kinship network. For Chinese, trust is very important in 
social and business exchange. People would assume that relatives should be more 
credible. Also, Chinese people are supposed to be more trustworthy than foreigners 
because of the same ethnic origin. People tend to do business with relatives or close 
friends. As a result, business people are living in an environment with inseparable 
economic and non-economic relationships (Yeung 1994). To Chinese businessmen, 
the boundary between economic and non-economic relationships is quite blurred in 
most cases. Their Chinese business network is, therefore, more than an integrated 
structure; it is also a process with emergent power in its nested structure (Yeung 1997). 
When we look back at those entrepreneurs in the 1950s, particularistic ties are 
favoured over impersonal institutions (Wong 1991). Such particularistic ties are 
based on ethnic origin and they are quite industry-specific in Hong Kong. For 
example, Shanghai Industrialists are dominant in the spinning industries (Wong 1988). 
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Regional ties used by the Shanghainese are pervasive and flexible, and it is evidence 
signifying the importance of relationships in the Chinese business system. In other 
words, people are living in an environment consisting of a web of ties and that is why, 
Kuan-hsi (Gw<3«x:/)("relationship") plays a very important role in the Chinese business 
network. 
When we look at the Western literature, Murphy (2002) also points out that 
networks can accelerate transmission of market information, facilitate knowledge 
creation and foster mutual assistance. Because access to resources and the ability 
to create knowledge from the network is essential to the competitiveness of the 
network as a whole, I would like to study the effect of interorganizational 
relationships (lOR) to organizations, specially to business organizations in Hong 
Kong. In particular I wish to find out how the competitiveness or performance of 
software companies is affected by lOR and networks. 
Because this research concerns with the social aspect (i.e. networking) of 
economic action (i.e. performance of IT the industry and IT organizations), the 
concept of "social embeddedness" will first be reviewed in this chapter. Granovetter 
(1985) proposes the term "social embeddedness" to illustrate how an economic 
organization is embedded in its social context. Then, I will move on to the 
discussion of the social network approach. The classification and description of 
networks will aid the analysis of lOR. It is not enough to understand the types of 
16 
Chapter 2 Literature Review 
network, we need to understand why a particular kind of relationship is exhibited in a 
network. Therefore, factors affecting network formation like a pre-existing network, 
expectations towards social networks, government incentive or industry promotion 
schemes and the effect of industry clusters, will be addressed. Mechanisms from the 
perspective of resource exchange and interorganizational learning will also be 
investigated so that we can understand the correlation between lOR and the 
organizational outcome. This literature review will serve to demonstrate the 
significance of interorganizational relationship to organizational outcome, particularly 
in the IT industry in Hong Kong. 
2.2 Theories in the Network Approach I - Social Embeddedness: The 
Fundamental Building Block of the Network Approach 
Granovetter (1985) asserts that the economic and social aspect of every action 
are inseparable. He uses the term "embeddedness" to describe the phenomenon 
that economic organizations are embedded in their pre-existing social contexts. He 
points out that “inter-firm ties are socially constructed by members of the business 
community through social and economic exchange “ (Granovetter 1985). But, why 
are firms embedded in a social network in the first place? The reason is that "firms 
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organized in networks have higher survival chances than those firms which maintain 
arm 's length market relationships ” (Uzzi 1996). That means the higher the 
frequency of the interactions between an organization with its network members, the 
higher embeddedness of that organization to its network; and the more an 
organization is embedded in its network, the higher survival chance it has. On the 
other hand, if an organization keeps a distance from others, its survival chance will be 
lower. Uzzi (1996) finds that the embedded ties and repetitive exchanges among 
organizations are conducive to mutual dependence and the formation of trust. 
Besides, the trust and reciprocity between organizations will facilitate further resource 
exchange between organizations and have a positive effect on each transacting party. 
The repeated exchanges and overlapping ties which further increase the 
embeddedness of the social actor is described as “ex poste embeddedness" by 
Granovetter. Contrasting to the ex poste embeddedness, Granovetter uses "ex ante 
embeddedness" to describe embeddedness enhanced by pre-existing ties, before 
mutual exchanges take place. Both the ex-ante and ex-post embeddedness increase 
the strength of ties in the network structure. Because of the social embeddedness of 
the economic actors, economic action is indispensable to social action. 
Closely related to the concept of "social embeddedness", is the concept of 
"coupling", proposed by Granovetter (2001). The three-tier analysis of network 
coupling elucidates the importance of ties to interorganizational network. The first 
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kind is the "highly decoupled network". This is used to describe a group of firms with 
conflicting interest with one another. Because the organizations have conflict of 
interest with other firms, they prefer to maintain only a distant relationship with others. 
In such firms, the inter-firm ties are the most loose among the three types. High-tech 
firms in Route 128 of Boston are an example of such firms that have strong barriers 
with other organizations in their network. Secondly, the "weakly coupled network" is 
proposed to define networked firms with weak ties. There are "structural holes" 
among weak ties in such an arm's length and weakly coupled relationship. The 
extremely weak ties and structural holes allow entrepreneurs to bridge the missing 
link in the network and accumulate power. In this case, firms do not have intimate 
nor distant relationships with one another. It is worth noting that if a network 
possesses multiple non-redundant (or non-overlapping) weak ties, the structural holes 
may be exploited for the actors' own benefit (Burt 1993). For instance, firms can use 
an information gap or structural hole to trade for money. 
The final type is "strongly coupled networks". Within such network, personnel 
and information flow smoothly and rapidly. Organizations and people in such a 
network are closely linked together and they cooperate with each other. The network 
is so coupled that there is little opportunity for an individual agent to get advantage 
from the network holes and structural holes in the network. The Silicon Valley is an 
example of a strongly coupled network. The three-tier coupling schema 
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demonstrates how actors coordinate multiple ties in a network (Guillen, Collins, 
England & Meyer 2002). This classification will be applied later in my research to 
analyze the network complexity and the formation of small group or cliques. 
2.3 Theories in the Network Approach II 一 The Social Network Approach 
Tichy, Fombrun and Tushman (1979) define "social network" as a system of 
objects (like people, groups or organizations) joined together by a variety of 
relationships. That means pairs of objects may not be directly linked. Some of 
them can be connected by an indirect relationship. When we look at a group of 
individuals as a whole system, objects are linked by an array of direct and indirect 
relationships. 
Concerned with structure and patterning of the relationship between pairs of 
objects, network analysis also describes and characterizes the network as well as 
identifying the causes and consequences of the network (Tichy, Fombrun and Tusman 
1979; Leenders 1995; Mitchel 1969). Physical attributes like position, which an 
actor occupies; network properties, like transaction content (e.g. information 
exchange); nature of links (e.g. intensity or multiplicity) and structural characteristics 
(e.g. size, density, cluster and openness) also play an important role in network study 
(Tichy et. al. 1979). In general, a social network is defined as "a specific set of 
linkages among a defined set of persons with the additional property that the 
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characteristics of these linkages as a whole may be used to interpret the social 
behaviour of the persons involved" (Mitchell 1969 p.2) 
Applying a social network approach, network diagrams are constructed to 
represent both the static and dynamic aspect of actors (Tichy et. al. 1979). 
Network diagrams demonstrates how members are directly and indirectly connected 
in the social system formed by interpersonal and role relationships. The number of 
ties possessed by an individual in the network map is the clue to identify a node (i.e. 
ties intersection point) in the network. A node refers to an entity (individual / 
organization) possessing a high concentration of ties (Scott 2002). Since each tie has 
close connection with resource allocation, node players will probably own more 
resources compared to their counterparts on the periphery. According to Scott 
(2002), those firms in the node position are those having more ties than the peripheral 
ones. The concepts of node and periphery will be applied in the empirical section, 
later. 
Christine Oliver (1990) summarizes six types of interorganizational relationship --
“trade associations, agency federations, joint ventures, social service joint 
programmes, corporate-financial interlocks and agency-sponsored linkages" between 
organizations. Her proposition is an entry point for understanding the dyadic content 
between organizations. Those firms having more overlapping ties may imply closer 
relationships between tied individuals. For example, if two organizations have 
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"trade associations", "joint venture" and "social service joint programme" 
interorganizational relationships at the same time, this will increase the embeddedness 
of the organizations in their dyad. The overlapping roles will bring the two 
organizations closer. Dyadic content is, thus, a practical tool for analyzing the 
mutual relationship and cognitive distance between organizations. A social network 
approach provides a useful framework to describe the nature of inter-organizational 
linkages. Although inter-firm ties in the software industry are not mapped in my 
research, social network analysis is still applicable for understanding various aspects 
of the network ties such as strength of ties, network density and the nature of the ties. 
2.4 Theories in Network Approach III - Factors affecting the formation of 
networks 
i) Prior ties or pre-existing network 
Prior ties and pre-existing networks motivate organizations to join a particular 
network. If an organization member identifies somebody they know in a network, 
they will be more likely to align themselves with such a network. The probability of 
a new alliance between specific organizations does not only increase with the mutual 
interdependence of the allied parties, but also with their prior mutual alliances, 
common third parties, and joint centrality in the alliance network (Gulati and Gargiulo 
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1999). That means that mutual dependence is not the only reason for a company to 
enter into an alliance. Gulati and Gargiulo (1999) point out that organizations that 
enter alliances can gain access to critical resources in the network and they also rely 
on prior alliances to determine who to cooperate with in the network. Network 
resources can be accumulated through a firm's participation and prior alliances 
(Gulati 1999). The prior relationship determines whether an organization actor will 
join a particular network or not. This argument aligns with the social embeddedness 
argument of Granovetter that a pre-existing network is the pre-requisite for the 
embedded ties in the social exchange. Organizations with prior ties will be more 
firmly embedded in a network than those who have no prior ties. 
ii) Expectations from social networks 
Exchange of resources, and signals which convey social status and recognitions 
in a network drive an organization to enter a network or community (Stuart 2000; 
Podonyl, Stuart & Hannan 1996). Because of the promoted status and social 
recognition in the network that those having more ties are more likely to be respected 
and recognized, organizations are tempted to align themselves with other network 
members. In addition, an alliance facilitates the access to information, resources, 
opportunities and even to power through structured and unstructured interactions 
within the network. Such benefits are very attractive to outsiders and pull them to 
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join a network. 
Interactions influence the transmission of information among firms that 
individuals can gauge market fluctuation based on the information shared in the 
network (Murphy 2002). Using transmitted information in the network, individual 
actors can take creative and responsive action (like innovation or strategic 
modification) accordingly. Information processed by each network member has the 
potential to become useful knowledge and it ultimately benefits network individuals. 
Also, information can be the signal of market changes; network members can utilize 
such opportunities to make a fast response. It is found that higher performance is 
observed from those who share technological knowledge with competitors than those 
who do not (Hodgson 1998; Spencer 2003). 
Considered as know-know and information, knowledge in a community drives 
its networked members to cooperate and defines how a firm develops and explores 
new capabilities through efficient knowledge transfer and creation (Kogut and Zander 
1995; 1996). The interaction of firms in the network promotes innovation and 
upgrading of products; and the overall performance of an industrial community is 
improved. In other words, social status and access to resources are incentives for 
individuals to become members of a network. 
Because of the coordinated task interdependencies in the network, 
interorganizational ties can overcome dilemmas in cooperation and collective action, 
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which is critical to organizational survival. For example, transactions with 
counterparts whose credibility has been verified in the past, are regarded as more 
reliable and bring psychological comfort to transacting members. Sabel (1994) points 
out that in the increasingly volatile and fragmented market with rapid technological 
changes and shortened product life cycles, trust encourages early movers to take 
risks and sacrifice the gains of cooperation for safer, perhaps less remunerative 
pursuits. Trust gives advantage to networked members to keep the network code 
of conduct and mediates instrumental and non-instrumental initiatives. Proper 
demeanor of the network members is then maintained, whereas "free-rider" and 
selfish opportunists are discouraged. Networks, regardless of what category of 
organization like suppliers, customers, institutions (e.g. government and professional 
associations) or competitor relations it is embedded in, improves a firm's competence 
and endowment through inter-organizational learning, trust, resource sharing and 
strategic alliance (Sabel 1994; Provan 1984). Thus, a positive expectation from the 
network reinforces current players to stay in a network and encourages new members 
to join a network. 
A small firm network can contribute much to its network members. Perrow 
(1993) discovers that flexible production of small firm network facilitates quick 
response of firms towards rapid market changes. He illustrates his argument with 
the non-dependent subcontracting behaviour in Japan. Perrow's results indicate that 
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networking among small firms in Japan is advantageous to each one. Firms will 
interact and share information, equipment, personnel and orders with each other 
although they are potential competitors with the same multiple groups of customers 
and suppliers. Supported by business services firms like technical training, business 
surveys, administration, transport (or logistics, nowadays) and financial services 
corporations, the aggregate demand of business services by small firms attains an 
economy of scale and improves market efficiency that increase chances of individual 
survival. Perrow (1993) claims that small firms are not alienated proletariats. 
Instead, a small firm network can group different firms together. The reaction time 
of firms towards market fluctuation and technological change is reduced and this 
explains why firms build ties with other organizations and establish themselves in a 
network. 
iii) Incentive schemes by government - industry promotion schemes nurturing 
public-private or private-private partnership 
Most governments believe that government-corporate, university-corporate or 
intercorporate partnerships can improve the performance of the IT sector. There are 
plenty of examples of incentive schemes are designed to promote such 
inter-organizational network of the industry, with Japan and Singapore being two of 
the examples. 
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The keiretsu system of Japan has proven to enhance inter-firm networking and 
this system applies to the IT sector as well. Keiretsu aids the collaborative business 
transaction within the computer industry (Anchordoguy 1998). Furthermore, the 
Japan Key Technology Centre (JKTC) offers several grants to boost joint research and 
technology transfer. The function of JKTC is to advance the private sector 
laboratory research of key technologies by making capital investments, providing 
financing, mediating joint research and promoting activities such as the invitation of 
foreign researchers and the provision of information on key technologies. Joint 
Public-Private Sector Research, for instance, is an intensive public-private sector joint 
research programme which advocates the sharing of research facilities and the mutual 
exchange of researchers between private sector corporations and research laboratories 
or institutes. Subsidies for Original Technology Research and Development in New 
Fields provide financial aid to small and medium enterprises in Japan for 
technological research and development efforts that may open up new fields to 
support the Japanese economy in the next generation. These schemes support 
private (commercial) and public (government or government research institutes) 
sector collaboration and aim at gaining a better innovative edge in the technology 
sector. The private-public cooperation fosters closer inter-firm networks in Japan. 
When we look at the case of Singapore we can see that its government actively 
promotes its IT culture and nurtures the industry with flagship projects that local 
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companies are encouraged to take part in, encompassing different 
knowledge-intensive activities (Chia et al. 2001). Singapore has several schemes to 
support technology development. First, the Start-up Enterprise Development 
Scheme (SEEDS) targets to provide equity financing for startup in the seed stage of 
enterprise formation. For every private dollar raised from third party investor(s) by 
the seed startup company, the Economic Development Board (EDB) will match a 
dollar of government money. Secondly, the Local Industry Upgrading Programme 
aims at upgrading, strengthening and expanding the existing pool of local suppliers of 
parts and services to meet the increasing requirements of Multinational Corporations 
(MNC). The scheme stimulates closer cooperation between local small and medium 
enterprises (SME) and MNCs. Thirdly, the Technopreneurship Investment Fund 
(TIF) attracts top-tier Venture Capital (VC) firms to Singapore, establishes a leading 
global venture capitalist network; and provides funding for early stage startups. 
These serve to enhance the relationship between local enterprises and global venture 
capitalists. Fourthly, SME 21 is a 10-year strategic plan aimed at building up the 
capabilities of SMEs so as to enhance their contribution to Singapore's 
competitiveness and economic growth. In short, companies are encouraged to build 
consortium with either local companies or multinational firms. The Singapore 
government has built a good platform to assist the networking on the high-tech 
ventures, and business cohesion is increased. 
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iv) IT clusters 
Clustering effect in interorganizational relationships is discussed in the literature 
on network studies. Due to the geographic proximity of organizations, IT clusters 
are believed to promote the talent and organizational network in the IT sector. 
Singapore, Bangalore of India and Ireland are examples of this. An IT cluster is the 
geographical location that contains a critical mass of anchor companies, research and 
academic centres as well as high technology firms which provide linkages among 
different parties (Chia et. al. 2001). IT clusters are the areas developed by the 
government in a bid to instigate industry development of the region (Chia et. al. 2001; 
Collinson 2000). Ideally, dense social and professional networks between 
companies and within their infrastructure of suppliers of products, services and 
support organizations can foster the two-way flow of technology, capital know-how, 
and information. Social networks support industrial development of the region in 
the same way that they also support innovation, technology adoption, product 
development and development of new markets. IT clusters are geographically 
advantageous for incubating dense social and professional interactive networks for 
knowledge and technology exchange because of the physical proximity between the 
firms involved. That means the geographic concentration assist the generation of 
synergy and interchange of ideas amongst the cluster members. 
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IT clusters are found in America, Europe and Asia. The emergence of the IT 
entrepreneurial culture in both Silicon Valley of the United States and Hsinchu of 
Taiwan illustrates the significance of IT cluster to the pillar economy in the regions. 
The cluster regions provide foundation for formal inter-regional business relations 
like joint-ventures and partnerships (Saxenian 2000). Interactive learning between 
innovator firms and external actors like suppliers, competitors, customers in both 
knowledge infrastructure and the production chain is also found in the Netherlands 
(Meeus, Oerlemans and Hage 2001). Furthermore, there is a combination of high 
levels of R&D，significant levels of "collaborative production" and “clustering” or 
dense networking in Ireland (Riain 2000). Because interactive learning cannot be 
achieved without relatively close inter-firm relationships, this implies that 
interorganizational relationships of those regions quoted are also quite close. 
However, not all IT clusters are able to promote collaboration between firms. 
Some IT professionals with Asian-pacific experience commented that IT firms within 
the cluster in Bangalore did not develop a wide enough network to achieve synergy. 
Their claims give doubt to the common belief that the formation of an IT cluster 
necessarily implies a very close inter-firm relationship. 
Hong Kong is a small place which by itself can be a cluster, and projects like 
the Cyberport and the Science Parks are adopting the concept of IT clustering. It will 
be interesting to see whether the close geographical proximity of firms in Hong Kong 
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actually promotes the establishment of close ties. 
2.5 Theories in Network Approach IV - Interorganizational Alliances and Social 
Capital 
How is the interorganizational relationship associated with organizational outcomes? 
Past researches suggest that close interorganizational relationships have a constructive 
effect on the organization, the network and even on the market where the 
organizations are situated. Interorganizational alliances, social capital or close 
interorganizational ties have a high correlation to positive outcomes and performance. 
i) Interorganizational alliances and organizational outcomes 
In the exchange relationship, young firms are more likely to benefit more from 
large and innovative strategic alliance partners than old and large firms. The 
reason is that the large and innovative alliance partners are better performers than its 
young counterpart. (Gargiulo and Gulati 1999; Gulati 1999). For instance, young 
firms can gain resources from the large firms in product development. Also, they 
can also learn the good business practices from the large firms and improve their 
operation efficiency. Thus, young or small firms will benefit if they ally with large 
corporations or with those firms with a leading technological edge by acquiring 
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interorganizational learning and by sharing their resources. Therefore, it is quite 
common to observe that young and small firms are keen to enter into an alliance. At 
the same time, large corporations can enjoy the flexibility brought from small-firm 
production when they line up with small firms. Stuart (2000) finds that "alliances 
can act as endorsements: they build public confidence in the value of an 
organization's products and services and thereby facilitate the firm's efforts to attract 
customers and other corporate partners." In his study of the semi-conductor industry, 
Stuart (2000) indicates that large and innovative alliance partners would perform 
better in such an alliance though it still benefits small and young firms at the same 
time. The reason is that the exchange speeds up the rate of innovation of those 
high-tech firms. Furthermore, through exchange of resources and signals, allied 
firms can gain social status and recognition and such signals or symbols are essential 
for attracting more clients and partners. Apart from an accelerated rate of innovation, 
inter-firm alliances are also associated with better market-based performance. 
Market dynamism is found to promote the relationship between alliance proactiveness 
and performance (Sarkar, Echambadi and Harrison 2001). Not only the large 
corporations, but small firms also tend to utilize the benefits from starting and 
maintaining an alliance in order to create value and improve in their performance in 
the market. 
The concept of alliance is closely much related to the study of Guanxi in China. 
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Guanxi is found to increase firm performance with increased sales growth (Park and 
Luo 2001). Park and Luo (2001) define Guanxi as "a web of connections to secure 
favours in personal and organization relations" that have "strong implications for 
interpersonal and interorganizational dynamics". They explain that guanxi with a 
supplier helps firms to get better material and better service with timely deliveries 
while guanxi with competitors facilitates sharing of resources and collaboration 
among parties that ultimately boost the sales growth. For example, a company can 
use its guanxi to gather several competitors together so that they can order goods in 
bulk with higher quality from the wholesalers at a discount price. In this sense, cost 
of products is reduced and the company can gain higher profit. Better performance 
of firms through personal and organizational connections is observed. 
Through improved technical edge and resource sharing, the performance of firms 
is improved with alliances. 
ii) Enhanced performance through social capital 
Social capital benefits firms in aspects like promoting inter-organizational 
learning, knowledge accumulation, resource sharing and transaction cost reduction 
(Burt 1997; Lee, Lee and Pennings 2001; Nahapiet and Ghosahal 1998; Nooteboom 
2000; Park and Luo 2001; Renko, Autio and Spaienza 2001). The relationship 
between social capital and organizational outcome is quite similar to the discussion 
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that appeared in the section on interorganizational alliances and so it is not repeated 
here. Social capital facilitates the creation of new intellectual capital. More dense 
social capital, within certain limits, has an advantage over markets in creating and 
sharing intellectual capital (Nahapiet and Ghoshal 1998). Social capital can only be 
formed and accumulated when the ties among individuals are close enough to bring a 
positive outcome to individual members. Thus, intellectual and social capital in the 
alliance signifies the success of an organization in the knowledge economy. In brief, 
social capital is positively correlated to the organizational performance. 
2.6 Mechanisms: From Interorganizational Relationships to Performance 
Because of high environmental uncertainty in the market, resource exchange is 
an adaptive strategy that firms use in order to mobilize more resources in the 
community. Firms must know how to locate and utilize resources from a network so 
that they can use or store the resources in the network. Backed up by the resources 
of embedded members in a network, exchange of members in the richly connected 
network will benefit organizational achievement (Pfeffer and Salancik 2003). It 
would be ideal if useful and necessary resources were timely available to 
organizations in the network. Higher integration and cooperation within a network 
will then strengthen resource exchange and allocation and multiply the positive 
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impact from resource exchange. With more resources, an organization can increase 
its control over critical activities like client acquisition, capital accumulation, product 
innovation and interorganizational learning. 
i) Client acquisition 
Customers are vital resources to profit making organizations. A company can 
gain revenue and resources from its clients. Apart from, profit from sales, client 
acquisition also defines whether an organization will attract further resources and 
funding from investors (Scott 1697; Thompson, 1967). Investors are more likely to 
invest in companies with growing sales revenue and or good profit prospects. In 
addition, a company with more customers will attract new customers because a large 
customer base and a stable income can give confidence to prospective customers. 
Thus, firms will try their best to acquire more clients in order to succeed in the 
market. 
Client acquisition can be from the open market or by referral. Firms have 
higher affinity to referred clients more because they are more likely to match the 
capabilities of the service provider company than are the walk-in clients. Because a 
firm does not need to guess the customer's requirements, referred clients reduce the 
uncertainty of the serviced firm (Provan 1984). In a study of client referral 
activity of 41 human service agencies, Keith Provan (1984) finds that firms can 
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provide only a restricted range of services because of their limited resources. His 
study ascertains that specialization of expertise services will increase the 
inter-dependence and cooperation of firms. Mutual referral behaviour is more 
effective to help firms to gain clients with the right profiles. Although the firms may 
have a certain degree of reservation in referring clients, due to self-interest, the 
outflow of clients in referral activities is a way of survival for small firms in the 
lucrative market. Acquiring new clients from interorganizational exchange enables 
firms to concentrate their resources on their expert area. Thus，the performance of a 
firm in its particular market niche is bolstered. 
ii) Capital Accumulation 
Inter-firm linkages lead to the sharing of technical, social and commercial 
resources or capital assets between members of the network. Firms can use 
inter-firm ties to overcome their deficiency in competitive resources. If firms lack 
any particular capital asset, they will acquire such through external inter-firm linkage 
(Ahjua 2000). There are various ways to join with other companies. Those in which 
there is joint venture have been found to be more effective in commercializing 
inventions; and technical partnerships have been observed to be more useful in the 
early part of the research and development process. Ahjua's hypotheses also 
support the idea that firms with a higher investment in technical capital and 
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commercial capital are likely to have more linkages with others. However, highly 
embedded firms may be reluctant to form further new linkages because they are more 
likely to rely on existing partners with whom they have a long-term relationship. 
Since repeated exchange has proven reliability, it is not necessary for the highly 
embedded firm to source new partners if the existing ties are operating smoothly. 
The sharing of technical, social and commercial capital in the network improves the 
competitiveness of embedded members. 
iii) Product Innovation 
Product innovation and creation of new technological applications result from 
the joint effort of interorganizational cooperation. The study of the hard disk drive 
industry by Christensen and Bower (1996) discovered that "the demands of a firm's 
customers shape the allocation of resources in technological innovation - a model that 
links theories of resource dependence and resource allocation." As resources are 
allocated to areas that have existing customers and markets, some firms do not invest 
resources in developing new technology. However, the rate of technical progress 
may exceed the current market demand and technologies found in the emerging 
markets then invade the mainstream market. New entrant firms will use new 
technology to disrupt the market and create new demand. Subsequently, established 
firms will lose their leadership position. Their findings reveal that if sufficient 
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impetus is developed in the market, innovations and new product development will 
shift market demands and alter the environmental setting. Firms need to devise new 
strategies and resources to adapt to the new environment (Christensen 1997; 
Christensen & Bower 1996). The claim of Christensen & Bower (1996) suggests 
that companies need to exchange with customers and investors for resources even 
though new technologies may disturb the existing market order. Product innovation 
arising from disruptive technology contributes to our understanding of how firms 
adapt to new market demand through exchange of resources. 
On the other hand, developing distinctive functional products for sale in the 
existing and new markets can determine organizational success. Meyer and Roberts 
(1986) discovered that by combining existing technology with new components 
through leveraging effort with other firms on existing proprietary key technology, 
firms can achieve effective product innovation as well as development in the 
microcomputer industry. In their pilot study of small technology-based firms, they 
find that firms that leverage with their existing key technology perform better than 
those that do not. Their findings echo the resource dependence approach that 
sharing resources with other firms can produce supportive outcomes. In the 
knowledge economy, those companies with better knowledge and technical privilege 
will be more likely to win in the market competition. One of the ways to gain such 
privilege or expertise is through resource sharing and leverage in the 
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inter-organizational network. 
iv) Interorganizational Learning 
As mentioned earlier, a firm with strong ties with other organizations can 
mitigate uncertainty and promote adaptation by increasing communication and 
information sharing. Networks favour social learning in firms in terms of adaptive 
responses because information is transformed to knowledge during the sharing 
process. In order words, a firm can learn from its network members through 
information and knowledge exchange. 
Matthew Kraatz (1998) finds that market information and technological updating 
is frequently exchanged inside a close social network and this speeds up the sharing of 
knowledge between organizations in the network. Sharing of knowledge between 
firms and the interaction between firms and the global innovation system enhances 
innovativeness of firms (J. Spencer 2003). 
An improved network position and increased social capital in the network will 
result in closer interaction between firms. Inter-organizational interaction increases 
the familiarity and affiliation of network members with each other. With more 
overlapping in the cognitive domain of each member, the cognitive proximity of all of 
them is increased (Nooteboom 2001). Innovation created from cognitive and spatial 
proximity among firms in a region is defined as the "localized capabilities" of that 
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area (Maskell and Malberg 1999). Such capabilities accumulate and embed in firms 
over time. This drives technology and innovation. Continuous communication, 
and collaboration embedded in multiple ongoing relationships promote innovation. 
Bridging the cognitive gap between members is easier to attain if the same language 
and common belief are shared in a network. Noteboom (2001) finds that closer 
interaction is achieved from face-to-face interaction and with the application of 
internet and communications technology (ICT). 
It is worth noting that the sharing can be asymmetric. One party may just 
absorb knowledge from its counterpart in the interactive process while the other does 
not gain anything. Nooteboom (2001) defines this phenomenon as "technology 
spill-over". Through training and learning in the exchange and connection process, 
technology will be spilt from one organization to the other. The spill-over may, in 
turn, stimulate innovative behavior. 
However, the benefits of interaction my deter members from entering the 
learning process. Nooteboom (2001) finds the risk of interactive learning may 
damage the core competency of firms and the risk opportunism may be conducive to 
organizational loss. This is because the knowledge is transferred to others through 
learning and this attacks the uniqueness of organizational competency. If one party 
chooses not to be cooperative and takes the opportunity not to pay into the network, 
such parasitic relationship may harm its counterpart. To protect themselves, some 
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firms are unwilling to share with others or they will lose their close relationship with a 
particular party by having multiple transacting partners. Thus, no particular party 
can learn anything or they may gain minimal knowledge from the original party. This 
phenomenon is called "technology hold up’，(Nooteboom 2001). 
With the application of ICT and physical interaction, rapid design and prototype 
testing of innovative products can take place more easily. New products are 
developed through the inter-organizational learning process. The interactive 
learning provided stability and flexibility for innovation and provides firms with the 
possibility of increasing their competency. We should note that the speed of 
creating novel products is contingent on the absorptive capacity of a firm and the 
cognitive distance between the interacting firms. 
In the high-tech sector, innovation (as reflected by the number of patents or 
intellectual property rights registered and frequency of new products pushed into the 
market) is a parameter to measure corporate performance. Inter-organizational 
learning is the mechanism believed to promote industry and corporate performance. 
Moreover, in the Schumpeterian approach, the success of an organization can also 
vary with the innovativeness of the firms. A firm, especially an entrepreneurial firm, 
can perform better if it can produce more novel and unique products. Constant 
product development and novelty signifies the victory of a firm. In fact, an industry 
will have better prospects if it is comprises more innovative and creative firms. 
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2.7 Implications from the Literature Review 
The literature on the network approach has been reviewed in this chapter. 
Previous research and theories in network perspectives illustrate how an organization 
is attached to and how it adapt to its environment and improves its performance. 
Positive development outcomes and organizational performance is found to be the 
result of dense interorganizational network. 
Research about the development of the IT industry also justifies the importance 
of networks and interorganizational relationships in the development process. 
Scholars find that resource sharing and learning between organizations are 
mechanisms which promotes a flourishing outcome of the IT industry. Hence, my 
research will follow the interorganizational relationship and network approach and 
examine the relationship between lOR and the development outcomes of the 
software industry in Hong Kong. 
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CHAPTER 3 RESEARCH OBJECTIVES AND METHODOLOGY 
3.1 Introduction 
In this chapter, the research objectives and the methodology, based on 
interorganizational relationships (lOR) and the network approach, will be discussed. 
We would like to find out how "performance of the software industry" (as a network 
outcome) is affected by ‘interorganizational relationships" between firms in the 
industry. The aim of this thesis is to find out the correlation between lOR and the 
performance of the software industry, in Hong Kong. 
Mentioned in Chapter 2，past researches found that better lOR will result in 
better organizational performance. My research will move one step further forward 
to see whether interorganizational relationships will have any effect on the software 
industry as a whole. Comprising several networks and a number of individual 
organizations, the industry can show the overall properties of individual organizations. 
This research studies not only interorganizational relationships, but also the factors 
that affect the nature of inter-firm ties, and the mechanisms that link lOR to the 
performance of the software industry. All these aim at producing a deeper analysis 
of the present situation in Hong Kong and help in suggesting and explaining the 
phenomena we can see in the Hong Kong software industry. 
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3.2 Research Objectives 
Recent studies have emphasized the benefits of lOR to organizational 
performance in which inter-firms ties support the resource acquisition of individual 
firms. In the knowledge economy, promoting cooperation between vendors, 
customers and suppliers is becoming more crucial for the success of a company 
because the collaboration will streamline the business processes and improve 
operational efficiency. 
i) Research Questions 
The objective of this research is to investigate how interorganizational 
relationships and networking affects the performance of the software industry in Hong 
Kong and in particular to answer the following questions: 
1. How well does the software industry in Hong Kong perform? 
2. What is the nature of the interorganizational relationships (lOR) and 
networks of the software industry in Hong Kong? 
3. How does the lOR affect the performance of the software industry in 
Hong Kong? 
4. What are the factors affecting interorganizational relationships and 
networks in Hong Kong? 
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ii) Propositions 
Based on the above research questions, my propositions are as follows: 
Proposition 1 (PI): 
PI: Firms with a poor interorganizational relationship with others will have 
negative performance. 
P10: Interorganizational relationships have no impact on firms' performance. 
Proposition 2 (T2): 
P2: If the overall interorganizational relationship of the software industry is 
poor, a negative performance of the software industry is expected. 
P20: Overall, the interorganizational relationship of the software industry has 
no impact on the performance of the industry. 
In my research, I will use my research findings to verify both the propositions of PI 
and P2. PI will study performance in individuals or at an organizational level while 
P2 will study performance in the community or at the industry level. 
The concept of interorganizational relationships will be analyzed both positively and 
negatively. I shall attempt to test the concept holistically and not just give a biased 
account of either the positive side or the negative side. 
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3.3 Definition of Concepts in the Proposals 
i) Performance 
Performance means the network outcome found in this research. It is used to 
measure the effectiveness of the interorganizational relationships looked at in this 
study. The concept of performance is understood on two levels; namely the level of 
the firm and at the industry level. The firm level refers to the corporate performance 
of the software firms. The second level, the industry level, refers to the overall 
performance of the software industry in Hong Kong. 
Corporate performance is measured by the net profit and the sales growth of 
firms during the past three years (2001 - 2004). The recent three years are used 
because not all firms have more than five years of history. The IT industry is a 
young one in Hong Kong and the majority of firms started their business after 2000. 
The past three years, to certain extent, is the total history of the newly established 
small IT ventures. The net profit and sales growth can reflect the financial health 
and profitability of a firm. A well performing firm should either have profit 
recorded or if the company is too young and has not yet reached the break-even point, 
a well-performing young firm should show an increasing trend in its sales growth. 
Industry performance is indicated by the value generated by the industry, for 
instance, the revenue generated by the industry and its percentage to total GDP, value 
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of software exports and so on. My assumption is that the higher the percentage that 
the industry revenue contributes to the national GDP, the more important of the 
industry to its country, I will also compare the data with other countries because 
such a comparison provides a more objective benchmark to identify the relative 
position or performance of Hong Kong in the software sector. The competitiveness 
of the software industry in Hong Kong relative to other countries is thus unveiled. 
Such information is found through industry reports, newspaper clippings and so on. 
Cross references to different sources of data will validate the accuracy of the 
information. 
ii) Interorganizational relationships 
As mentioned previously, network research plays an important role in economic 
sociology. In this research, an interorganizational relationship (lOR) refers to the 
ties between two organizations. We should note that lOR measures the closeness of 
firms in a network. In chapter 2，past researches found that a close relationship is 
beneficial to firms in a network. The degree of closeness in interorganizational 
relationship is, thus, an important concept in network research. 
In a network, individual members are either directly or indirectly linked together 
(Wellman 1997). That means organizations do not necessary directly link to all 
members in a certain network. Wellman (1997) adds that ties can be asymmetrically 
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reciprocal and each tie also represents the "amount and kind of resources that flow 
from one to the other". Once a tie is established, it is inevitable for the two 
organizations to have exchange in some form. However, it is not necessary for each 
member to gain the same amount of resources or same kind of resources. That 
means one may gain more resources or get more useful resources than the other 
counterpart in the exchange between two organizations. 
If we have several pairs of actors interacting with each other, a clique will be 
formed. A clique is a well-defined small population directly linked to another one 
(Scott 2002). Members in the clique usually have frequent exchanges among 
themselves. For example, they will share material resources and information with 
each other. Therefore, the close interaction among members will reinforce strength 
of the network. 
In this research, the closeness of lOR is reflected by the nature of the ties or the 
network, size of the clique and the frequency of members' exchanges. These are the 
parameters used to study the interorganizational relationships of the software industry 
in Hong Kong. 
iii) The mechanisms affecting performance by lOR 
Because performance is closely related to the amount of resources and to the 
transfer of resources, how lOR affects performance is best understood from a 
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"resource-based" perspective. Resources like capital, clients' information and 
knowledge pass through the interorganizational network (Wellman 1997). 
Resources include information, social capital, financial capital, intellectual property, 
human resources, customers, organizational capital, innovation and business process 
(Leif and Malone 1997). Those rich in resources can better adapt to the 
environment because they can mobilize more resources to help their organizations to 
succeed in responding appropriately to environmental changes. The resource-based 
mechanism which will be discussed in subsequent chapters includes client acquisition, 
capital accumulation, product innovation and interorganizational learning 
(Christensen 1997; Nooteboom 2001). 
lOR affects how firms acquire clients, accumulate funds and develop new 
products or technology. If a firm acquires more clients, it may have a better 
understanding of the needs of different clients and it can gain more experience which 
will be useful in solving different kinds of business problems. Secondly, if a firm 
can gain more capital, it can invest money in expansion or diversification of its 
business. Thirdly, product and technology innovation in firms gives momentum to 
keep the organization growing, and make it more competitive. Finally, interactive 
learning among firms will improve their response to the market which will increase 
their knowledge and flexibility towards market changes. All these will imply better 
performance of firms. Because knowledge and resources are important for the high 
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tech industry, a resource-based perspective surely help us understand the mechanism 
between lOR and the performance of an industry. 
iv) Factors affecting lOR 
lOR is not a random phenomenon. It is affected by factors in the external 
environment. In the literature mentioned in Chapter 2, pre-existing ties, government, 
intensity of competition as well as IT clusters are factors affecting the closeness of 
interorganizational relationships. 
a) Pre-existing Ties 
Pre-existing ties means the linkages a firm or its members already possesses with 
another firm or its members before their transaction in a network takes place. For 
example, senior managers in a firm may know each other from their university days 
or previous working lives. They were, perhaps, classmates, previous coworkers or 
even relatives. The common identity of "old colleague" or "old boys" creates closer 
ties among people in different organizations. Because the effect of kinship is fading 
nowadays, alumni networks and old-colleague networks are the pre-existing ties that 
will be studied in this research. 
b) Government 
Government plays a role in promoting partnerships. It may give incentives to 
promote government-private, public-private or inter-firm partnership. In this research 
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these relationships will be focused on. In particular, the research will study whether 
government policies and their schemes for industry facilitate partnership building in 
the industry. For example, government gives financial incentives to encourage 
technology transfer between tertiary institutions and private firms which bring the 
educational and institutions and private firms closer. The government will hold 
some technology contests to give recognition to excellent applications and encourage 
private firms to adopt the new technology. All these government related issues will 
be explored in the empirical section. 
c) Intensity of Market Competition 
Competition may encourage or deter people from joining interorganizational 
network (Wellman 1997). Therefore, the perception of competition by a software 
firm can construct personal feeling towards the market and determine whether a firm 
will join a network or not. Firms entering the network hope to mobilize resources 
from the network and increase their competitiveness. They think that they can equip 
themselves with network resources and then perform better than their market rivals. 
They are, however, afraid of sharing resources with their competitors or potential 
competitors. People may have reservations about joining the network if the 
competition is too intense. Keeping a distance from the network is their survival tactic. 
Intensity of competition can determine whether an organization join a network or not. 
d) IT Clusters 
51 
Chapter 3 Research Objectives and Methodology 
Previous research in IT clusters found that the geographical proximity promotes 
interorganizational relationships. Is there any IT cluster in Hong Kong? If any, 
does the IT cluster facilitate the formation of inter-firm ties in Hong Kong? How 
does the IT cluster increase the strength of the network? All these will be explained 
later. 
3.4 Methodology 
A qualitative methodology is adopted in this research. The research will be 
divided into three parts. The first part is an analysis of industrial reports, 
government policies papers, trade journals; a newspaper analysis and an analysis of 
web sites related to the software industry and the IT industry in Hong Kong. This 
provides a panoramic view of the industry. Newspapers, company documents and 
website research of the companies interviewed in part two (face-to-face interviews) 
are done as well because this provides indicators of corporate performance and 
supplies background information for the interviews. 
The second part is face-to-face interviews. Because a documentary review 
seems to be a passive way to gain information, actively seeking information from the 
software firms surely improves the reliability of the research. It provides a balanced 
view of the resources as seen from the firm's side.. Therefore, face-to-face 
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interviews and telephone follow-up for 23 software corporations and one interview 
with the Legislative Councilor representing the IT industry in Hong Kong were done 
between November 2002 and December 2003. Invitation letters to each company 
were then followed up by personal phone calls to ensure the highest possible rate of 
response. 
The data were collected from the corporate officers in senior management 
positions. These corporate officers should have a unique perspective and view of the 
overall performance of firms and the industry in general. All respondents had more 
than three years of experience in the industry. As most of the respondents were 
directly or indirectly recommended by active industry players, all prospective 
respondents were screened before they were sent an invitation so that only the more 
experienced players were interviewed. As a matter of fact, many respondents have 
many years of working experience in the field. 
Telephone follow-up and second or third visits to the respondents, to get 
additional information, were done throughout the period and this task finished in July 
2004. Because of the busy schedule of the senior management, the duration of each 
interview was kept short, to approximately 45 minutes, yet this was able to reveal 
important information. The senior executives from public listed firms or subsidiaries 
of public listed firms, privately-funded companies, university related firms and 
multinational corporations were invited for the case studies. Software products of 
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the selected companies include packaged software, embedded software, internet 
security, enterprise resource planning, logistics, telecommunication, banking and 
finance, knowledge management, geographical information systems, intelligent home 
and so on. Most of the companies are service-based and offer customized system 
integration services to their clients. I hope the diverse backgrounds of the 
executives would help me compare and contrast the types of network possessed by 
different sized and different types of software corporations. 
A face-to-face interview is a good tactic to deeply investigate the social 
phenomena of inter-firm networks and understand how inter-firm relationships affect 
the corporate performance. This is also important for deducing the overall 
performance of the software industry in Hong Kong. Furthermore, the Legislative 
Councilor from the IT Functional Constituency in Hong Kong was interviewed 
because I would like him to give comments on the software industry especially from 
the government's perspective. The summary of the interviews is listed in Table 3.1. 
As can be seen, most of the software firms are small and medium sized enterprises 
(SMEs) and this reflects the structure of the industry. The industry is dominated by 
the SMEs with the presence of a few large local corporations and a few multinational 
corporations. Moreover, the range of services provided by the software 
organizations reveals that a number of firms provide similar services. This 
indicates the intensity of market competition as well. From the below table, it seems 
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that quite a significant percentage of companies are direct competitors. 
Table 3.1 Summary Profile of Companies 
Background Nature of Firm Size of Range of services 
of the Firm*** 
Interviewees* 
A E University-related M Content management services 
B NE Subsidiary of a public-listed firm M System integration services + IT Trading 
C E Subsidiary of a public-listed firm M Hand-held device software 
D E Multinational L Geographical Information System 
E NE Private M System integration and IT services 
F E University-related S Innovative software and services 
G E Private S System integration and outsourcing services 
H NE Multinational S Customer services management and 
e-education services 
I E and NE Multinational M Business intelligent software 
J NE Public-listed L Packaged accounting software 
K NE Multinational L Database software 
L E Private S Logistics software 
M NE Multinational L Various software and hardware services 
N E Public-listed (GEM)** M System integration services 
O NE Private S Accounting and manufacturing software 
services 
P NE Public-listed (GEM)** M Logistics software & services 
Q E Private S IT consultancy services 
R E Private S Telephony software and related services 
S E Private S Internet security and maintenance services 
T E Subsidiary of public-listed form S e-payment services 
U E Private M Software maintenance services and 
government system integration services 
V E Subsidiary of public-listed firm M System integration services & computers 
wholesaler 
W E Public-listed firms L Embedded software in integrated circuit 
•E=Engmeering background, NE=Non-engineering background e.g. from Sales & Marketing, Finance, Accounting etc. 
**GEM = Growth enterprise market of HK stock exchange *** S= 1-20 M= 21 -100 L = 101+ employees 
The interview contains four sections and includes: summary of the business, 
business strategies, performance of the companies in the past three years and views of 
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the respondents towards the IT and the software industry in Hong Kong. The detailed 
interview outline can be found in Appendix I. 
The third part is personal observation of the industry. This part is complementary 
to the interviews in the second part. In order to have a deeper understanding of the 
phenomena I studied, gatherings and meetings of the IT associations were attended 
between March 2003 and April 2004. My observations serve to illustrate the nature 
of inter-firm or interpersonal ties and how people interact in company social functions. 
My observations can verify my propositions, elaborate my explanation and cross 
check with the face-to-face interviews. The summary of observations is listed in Table 
3.2. 
It is hard to observe as an outsider. This is because people are interested to 
know my purpose in joining their gatherings. When people ask me, I will tell them 
the truth. Due to established rapport and friendship in the past (because of my 
previous working experience in the industry)，people do not care whether I am an 
observer or not, instead, they regard me as one of the members in their group. 
I would like to tell an interesting personal experience about the interview 
invitation process. Being an executive in the IT industry for several years, I used my 
proximate social circle to do the first five interviews. Then, I asked my respondents 
to refer more interviewees to me so as to make this research more representative. I 
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Table 3.2 Summary of personal observation occasions 
Date Nature Organizers 
9 March 2003 Annual Dinner Internet Professionals Association 
16 September 2003 Forum Information Technology Joint 
Council 
12 October 2003 IT Seminar HK General Chamber of Commerce 
15 November 2003 IT Networking Hours Information Technology Federation 
14 Dec 2003 Private gathering (Policy Discussion Hong Kong Mainland Software 
of Digital 21 2004) Industry Cooperation Association 
29 Feb 2003 Private Gathering Innovation Technology Association 
25 March 2004 IT Networking Hours Internet Professionals Association 
2 Apr 2004 Annual Dinner Internet Professionals Association 
24 Apr 2004 Company visit to Huawei in Alumni Association (Dept. of 
Shenzhen Electronic Engineering, The Chinese 
University of HK) and Institute of 
Electronic Engineering 
* Mar - May 2003: Hong Kong is seriously affected by SARS and public function stopped & recovered 
till August 2003 
did some "cold call" to find some respondents whom I did not know before as well. 
Thus, I started to send letters to invite those I did not know. The reason was that I 
did not want too much bias in the samples. Then, I sent the first shot of letters and 
indicated that the study was about software firms in Hong Kong. Out of the 30 
letters sent, only 2 responses were received. A number of them rejected the 
interview invitation because they thought that they did not belong to the software 
industry although they were listed as software firms according to Hong Kong 
Productivity Council's definition and general definition. After this "frustrating" 
experience, I changed the word of "software industry" to "IT industry" and sent the 
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letter to those companies doing software or software services. Surprising, I 
received more than ten replies and five interview appointments were made. My 
experience showed that Hong Kong people like to claim to be “IT professionals" 
rather than "software professionals". People like to use a broad term to identify 
themselves and they are proud of being "IT people". In fact, in the past, software 
technology was included in the general engineering studies curriculum, although the 
people may do software now, the identity of "IT people" is perhaps, a more respectful 
and generic term than "software people" at least in Hong Kong. This phenomenon 
also proves the importance of ties in an industry. Once a common identity is 
established, people can establish rapport through this "identity". A "broader 
identity" like “IT people" gives people the advantage of being able to extend their 
network to various groups and start new ties with others. In this way, people will not 
be excluded in the first place and they can explore possible linkages in future, if the 
opportunity arises. 
3.5 Chapter Summary 
Through the research objectives, propositions for this research are established. 
The propositions are the skeleton for me to develop arguments for this study. Then 
the concepts like performance, interorganizational relationship, the mechanisms and 
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factors affecting the actors engaging in lOR will be discussed. The definitions of 
concepts are useful for analyzing the concepts in the empirical section. This 
qualitative research uses documentary analysis, face-to-face interviews and personal 
observation. These assist me in explaining how from a network perspective the 
performance of the software industry in Hong Kong is affected by the 
interorganizational relationships. 
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CHAPTER 4 INDUSTRY OVERVIEW AND THE NATURE OF 
INTERORGANIZATIONAL RELATIONSHIPS 
4.1 Introduction 
After defining the scope of work in the research, two concepts will be dealt with in this 
chapter. The first one is performance and the second one is the nature of interorganizational 
relationships (lOR) in the software industry. Statistical data will be used to examine the 
performance of the industry. The nature of lOR is understood through interviews with 
software professionals and by personal observation of the industry. 
4.2 Mode of Production of the Software Industry in Hong Kong 
In the distant past, the dominant mode of production was craftsmanship. With technological 
improvements and electrification, mass production replaced the craft mode of production in 
an industrial revolution. In recent years, however, the mass market has broken down. 
Segmented markets which require specialization of products and services have replaced the 
mass market. Mass customization has now become dominant. In mass customization, 
instead of producing standardized products, modular products provide customers with a 
variety of choices so that products can be custom-made for their specific requirements. 
Software production is an example of such mass customization. Software manufactures will 
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provide different versions to satisfy the different needs of customers. For example, they 
would provide a personal version for home users, a corporate version for small and medium 
enterprises and an enterprise version for large enterprises. In addition, they provide 
specific software applications for different functional uses like accounting, stock-taking, 
computer-aided design and so forth. 
4.3 Performance of the Software Industry in Hong Kong 
i) Definition of the Software Industry 
Software companies include those companies with products and services like packaged 
software (system software and utilities, application tools and application software), 
tailor-made software (application development, software integration, deployment), system 
integration or implementation, IT training, internet-related services, software maintenance 
and other services like IT consulting, IT management services or business management 
services (HKPC 2001). I have adopted the definition of the Hong Kong Productivity 
Council (HKPC) because it is the only official definition available in Hong Kong. Starting 
from 2002, HKPC has conducted an annual survey of the software industry in Hong Kong. 
This survey is funded by the Commerce, Industry and Technology Bureau of Hong Kong 
SAR Government. A number of trade associations agree with the definitions provided by 
HKPC and regard it as an official definition. Because the HKPC's definition is recognized 
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by Government Bureau and the professional bodies in the industry, it is better to follow this 
widely accepted definition for the rest of the discussion in the research. 
ii) About the Industry 
Hong Kong has the Science Parks, the Cyberport and the Applied Science and 
Technology Research Institute (ASTRJ) to support the development of hi-tech industry. It 
also has good intellectual property (IP) protection to protect the copyright of high-tech 
products. The ASTRI is located in the Hong Kong Science Park in the New Territories so it 
is convenient for the Science Park tenants to take part in technology transfer and joint 
research. There are a number of local companies with advanced technology in the Science 
Park and some of them have a close partnership with the ASTRI. Different from the 
Science Park, the tenants of the Cyberport are mainly multinational corporations or large 
corporations like Microsoft, PCCW and so on. The establishment of these three 
organizations provides a good infrastructure for high-tech and software innovation. Through 
these organizations, the government aims to cultivate a technology cluster with a mixture of 
local and foreign technology talents in Hong Kong. The government would like to promote 
an innovative culture which will facilitate collaboration among firms in the software and 
technology industry. 
Hong Kong Productivity Council (HKPC) studied the software industry of Hong Kong 
from 1994 to 2003. In the Hong Kong Software Industry Survey 2001’ 2003 and 2004, 
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HKPC found that the number of software companies in Hong Kong rose from 500 in 1994 to 
700 in 2003 (a drop from 800 in 2000). The software industry employed 18000 
professionals in 2000 and 14000 in 2003 while the average staff size per establishment was 
23 in 2000 and 20 in 2002 & 2003. The survey revealed that about 50% of the software 
ventures were young entrants that had been in business for less than eight years in Hong 
Kong. Major industry sectors served are manufacturing (29.3%), Government/Utilities/ 
Education/Health Care (27.3%) and Banking & Finance (20.7%). The main markets are 
Hong Kong (77.6%), Mainland China (14.4%) and other parts of Asia Pacific (5.2%). 
The main areas in which the 700 Independent Software Vendors (ISVs)，specialized are: 
in Enterprise Resource Planning (ERP) software (23.6%), finance/accounting software 
(21.5%) and Intemet/Intranet/Extranet software applications (20.8%). The major IT 
services provided by the ISVs are computer programming and consultancy services (62.7%), 
in-house developed packaged software (57.3%) and system integration/implementation 
(50.7%). 
The survey found that "43.3% of ISVs surveyed had branch offices in the Mainland 
China and 52.5% employed 1-10 people in the mainland offices while 22% had more than 50 
employees". 
"Small domestic market" (30%), "keen competition on similar products" (26.7%) and 
"high operation cost" (22%) are the major difficulties encountered by the surveyed ISVs in 
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doing business in Hong Kong. 
Figure 4.1 Length of time in business: 29% of ISVs surveyed 
in Q4/2002 
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iii) Performance Indicators 
According to a global market intelligence and advisory firm, International Data 
Corporation (IDC), global software revenue reached US$178 billion in the year 2003. But the 
growth rate of Hong Kong was relatively low compared to other countries. The percentage of 
software practitioners to total work force is not very high compared to that of other countries. 
Furthermore, Hong Kong has the lowest percentage of R&D expenditure to GDP relative to 
its major competitors. 
Software Export 
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Table 4.1: Software Export and its contribution to total export in year 2000 and 2001 
Software Export Software Export Percentage to Percentage to 
Country or (2000) (2001) Total Export Total Export in 
Place (in $US billion) (in $US billion) in 2000 ^ 
HongKongi 0.22 0.38 0.16% 0.23% 
Singapore^ 1.51 1.69 1.1% 1.3% 
India� 62 101 13.8% 17.0% 
Israel^ ^ ^ 57.5% 
Source: 
1)HKPC 2001 
2) Infocomm Manpower Survey 2000 Infcomm Development Authority (IDA) 2000 
3) Nasscom 
4) Globes - Israel Business Arena 16 June 2002s 
Figure 4.2 Distribution of revenue by markets followed by the Mainland market (14.8%) 
in Q4 2002 
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The percentage of software exports compared to total exports by Hong Kong was far less 
than its competitors like Singapore, India and Israel. From Table 4.1, we knew that total 
software exports accounted for only 0.23% of total exports from Hong Kong. Also, 
software exports accounted for about 30% of total software revenue. This showed that 
software exports did not play an important role in the export trade sector. 
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They did not develop the overseas markets because Hong Kong ISVs are facing difficulties 
like lack of resources/experience in marketing (18.2%) and language or cultural barriers 
(16.7%)' (HKPC 2004). 
Software Revenue 
Table 4.2: Revenue of Software Industry and Contributions to GDP in selected 
economies 
Revenue of Software 
Country or Industry in 2000 GDP in 2000 (US$ %age of Software Industry 
Place (US$ billions) billion)^ to GDP in 2000 
Hong Kong' ^ 162.6 0.53% 
Singapore^ 3.71 92.3 4.0% 
Korea^ 7.63 457.2 1.7% 
Taiwan^ 12.9 309.4 4.2% 
India^ 8.30 457.0 1.8% 
China2 73.0 3650.0 2% 
Israel* 27.5 110.4 24.9% 
Global 178(2003) 
•Definition of software industry = software development + related IT services 
Source: 
1)HKPC 2001 
2) Technology and Economy Forum : New Generation High-Tech Industry Series (National Policy Foundation, 
Taiwan) 
3) Nasscom 
4) Globes - Israel Business Arena 16 June 2002 
5) CIA Fact Book 
The revenue generated by the software industry in Hong Kong was US$0.86 billions 
while the value of software export was US$0.22 billions. It was observed that software 
exports contributed less than 30% to total revenue generated by the industry and that meant 
1 Hong Kong Productivity Council 2004 Hong Kong Software Industry Surv^ 2003/4 Hong Kong: Productivity Council 
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that the software industry was mainly driven by the domestic market instead of the export 
market. We should note that a better performing industry can generate value from the 
export market. A country can earn money from its export trade or services and become an 
important source of revenue to a country. Therefore, many countries would like to achieve 
trade surplus through exporting its products or services to foreign market. According to 
this criterion the software industry of Singapore out-performed that of Hong Kong in both the 
domestic and in the world market. 
The revenue generated by the software industry accounted for 0.53% of the total GDP in 
Hong Kong in 2002. Table 4.2, shows that software revenue as a percentage of the total 
GDP in Hong Kong was far below than that of Singapore, India and Israel. In addition, the 
value generated by the software industry in Hong Kong was only US$0.86 million and it was 
rather low when we compare it with other countries. 
Work Force 
From Table 4.3, compared to other countries, there were not many people engaged in the 
software industry in Hong Kong. Worse still, the number of people engaged in the software 
industry decreased from 18000 to 15000 between 2000 and 2002. The percentage of 
software professionals to total labour force was relatively low when compared to the figures 
of Singapore and the Celtic Tiger, Ireland. It seems that the software labour market is 
relatively small in Hong Kong. 
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Table 4.3: Employment in the software industry in selected economies 
o/oage of software 
Country or Total number of people working in Total Labour practitioners to total 
Place the software industry Force^ labour force 
Hong Kong 15,069^ (2002) & 18,000i (2000) 3.39 million 0.53% (2000) 
(2000) 
Singapore 30,800^ (2000) 2.19 million 1.4% (2000) 
(2000) 
Ireland 25000^(1999) 1.77 million 1.4% (1999) 
(1999) 
Israel 13,000^ (2002) 2.4 million 0.54% (2000) 
(2000) 
India 92,000^ (2001) 406 million N/A 
(1999) 
United States 915000^(1999) 139.4 million 0.65%(1999) 
(1999) 
China 150,000^ (2000) 706 million 0.02% (2000) 
(2000) 
1) VTC 2000; VTC 2002 
2) Estimate from Infocomm Manpower Survey 2000 of IDA in software and related services categories 
3) Mike CRONE. April 2002. "A Profile of the Irish Software Industry" Irish Software Project: Report 1 (web 
version) 
4) ** Figures of Israel include software engineers only, Globes - Israel Business Arena 16 June 2002 
5) Nasscom (www.nasscom.com) 
6) Plunkett's infotech industry almanac. Houston, Tex.: Plunkett Research 
7) Technology and Economy Forum : New Generation High-Tech Industry Series (National Policy Foundation, 
Taiwan) 
8) CIA Fact book 
Research and Development (R&D) Expenditure 
From Table 4.4，we can find that compared to other economies, the percentage of R&D 
expenditure to GDP ratio of Hong Kong is rather low, it is only 0.48%. Also, the proportion 
of researchers in the total work force is also low and the figure of Hong Kong (1.3 per 1000 
employees) is about 4.5 times lower than its closest competitor - Singapore (5.8 per 1000 
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employers. The spending by Hong Kong industry players in R&D is far below that of 
others. It is hard to develop high value products with a low percentage of R&D input. 
The R&D expenditure is mentioned here because it is essential to involve R&D in new 
software development. The expenditure on R&D is a useful general indicator of the 
performance of the high tech industry. Furthermore, technology is inter-related in various 
areas. Excellent software products also need the back-up of sophisticated hardware. For 
example, for an action game software, it takes effort in researching human action and 
artificial intelligence. Software engineers also need time to remove software bugs (i.e. 
error). 
The more money spent on R&D，the more feature-rich products with higher quality will be 
pushed into the market. In addition, R&D expenditure also indicated the financial 
healthiness of software firms. A company would not spend much money on R&D if they 
cannot good financial back-up. If a company could not earn money, they would not bother 
to spend more on R&D. Instead, they prefer to allocate their money on marketing because 
they want to generate sales and revenue. Therefore, R&D expenditure can be one of the 
indicators showing the performance of the software industry. 
Summary Remark for the Industry Performance 
The industry performance of Hong Kong was compared with different economies. 
Hong Kong was just a Special Administration Region under the government of People 
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Republic of China, it is a little bit unfair to compare the figures of Hong Kong with other 
countries. Therefore, percentage of the industry revenue relative to GDP was adopted as 
comparison. From the figures, we found that Hong Kong seems to be lagging behind, 
especially when compared to our major competitors like Singapore, Taiwan and Korea. The 
Software industry did not generate considerable revenue for Hong Kong nor contribute a high 
proportion to the GDP of Hong Kong. Though our previous Chief Executive would like to 
promte the IT industry in his first policy address in 1997，our IT industry seems not perform 
very well. The percentage of the work force working for the software industry is not 
significant and the percentage of R&D expenditure to GDP by Hong Kong's government and 
the percentage of researchers in Hong Kong is not high enough either. No matter how bad the 
IT industry performs, we should admit the information technology is supporting the growth 
of Hong Kong in many sectors, especially in the finance, banking, communication and 
logistics field. 
4.4 Performance of the Software Firms in Hong Kong 
Performance of the software firms, especially the local small and medium enterprises is 
not good. In the 23 companies interviewed, nine of them had negative performance in the 
past three years. Details are shown in Table 4.5. 
Most of the companies were break-even and only three of them did not reach the break-even 
point. In terms of profit and loss, eight of them reported loss in the past three years. 
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Among the 23 companies interviewed, nine of them had negative sales growth in the past 
three years though some of them had positive sales growth in the past one year. But we 
should note that even though some companies had a positive performance, it never meant that 
the company had a huge profit. 
Even though the software firms did have profit recorded, most of them did not make a large 
amount of profit which could support the firms for the further expansion of the firms and 
permit them to become dominant players in the market. A number of respondents claimed 
that the performance of software firms was not good compared to other places in the Asia 
Pacific region. In the Legco election in August 2004, it was found that the candidates for 
Information Technology Functional Constituencies highlighted the problems faced by the 
industry and pledged to improve the performance of the industry. Quite a number of eligible 
electorates expressed their grievances about the difficult situation of the industry and they 
asked the candidates about their plan for improving the IT industry during the election forums 
as well. From these observations, we might be able to guess how problematic and tough the 
situation is which the software firms are facing. 
4.5 Nature of Interorganizational Relationships in the Software Industry 
It is mentioned in Chapter 2 that exchange relationships between firms would be mutually 
beneficial. For example, a young firm would gain from an exchange relationship with a 
large corporation or with those firms with a leading technological edge. Such a 
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Table 4.5 Profile of Companies Interviewed (up to 2004): 
Company Recoup the Profit or Loss Sales Growth in recent 3 years Overall 
initial in the past 3 Performance 
investment? years 
A Yes Profit Positive (20%) Positive 
B Yes Profit Positive Positive 
C Yes Loss Negative Negative 
D Yes Profit Positive Positive 
E No Loss Negative Negative 
F No Loss Positive (in year) Negative 
G Yes Loss Negative Negative 
H No N/A Positive N/A 
I Yes (Global) Profit (Global) Positive (31% Global) Positive 
J Yes Loss Positive (1®* yr.) and negative Negative 
hereafter 
K Yes Profit Positive Positive 
(Global & Asia Pacific) 
L Yes Loss Negative Negative 
M Yes Profit Positive (>10%) Positive 
N Yes Loss Negative (in past 1 year) Negative 
O Yes Profit (but Negative Positive year) Negative 
declining) 
P Breakeven Profit Positive Positive 
Q Yes Profit N/A Positive 
R "Should be N/A N/A N/A 
breakeven"* 
S N/A N/A Growth Positive 
T Approach to Profit (but Positive (1.5% in past 1 yr) Positive 
break-even few) 
U Breakeven Profit Positive Positive 
V Yes Profit Positive Positive 
W Breakeven Profit in 3"* Negative (l^t & year) + Negative 
year (but Loss Positive (3"* year) 
in 广& 2nd 
year) 
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Table 4.6 Background of the companies interviewed 
Company Size of Firm in HK (S= 1- Years of Background of 
20 M=21 -100 L = 101+ Business in the 
employees) Hong Kong Interviewees* 
A M 5- 10 years E 
B M 5- 10 yeas NE 
C M 5 - 1 0 years E 
D L 5 - 1 0 years E 
E M < 5 years NE 
F S < 5 years E 
G S > 10 years E 
H S < 5 years NE 
I M < 5 years E and NE 
J L > 10 years NE 
K L > 10 years NE 
L S > 10 years E 
M L > 10 years NE 
N M 5- 10 years E 
O S 5- 10 years NE 
P M 5- 10 years NE 
Q S < 5 years E 
R S < 5 years E 
S S < 5 years E 
T S < 5 years E 
U M > 10 years E 
V M <5 years E 
W L > 10 years E 
*E=Engineering background, NE=Non-engineering background e.g. from Sales & Marketing, Finance, Accounting etc. 
pattern was also found in the software industry in Hong Kong. We could find that some of 
the young firms had alliances with large firms. Past literature has discussed that alliances 
and networks have had a positive effect on organizations in certain areas like an accelerated 
73 
Chapter 4 Industry Overview and the Nature of Interorganizational Relationships 
rate of innovation and improved market-based performance. However, the discussion did 
not cover how firms were affected by the lack of extensive network. To fill this gap we 
shall first describe the network situation of the software industry in Hong Kong. 
Nature 
To recap on the discussion in the Social Network Analysis, node actors describe actors 
who have a high concentration of ties while actors on the periphery were those having few 
ties (Scott 2003; Hanneman 2001). Following Scott's concept in social network studies, 
node players and peripheral players were used to classify the firms in the software industry in 
Hong Kong. The node players were those who were able to establish a close relationship 
either with parties like customers, sponsors, or with their subcontractors. They would ally 
with their counterparts for joint efforts. The peripheral firms were those firms who failed to 
establish strong relationships with others. A network formed by node and peripheral firms 
is shown in Figure 4.3. 
The inter-organizational network of the software industry in Hong Kong was found to be 
composed of a number of small groups or cliques. To make the discussion clearer, clique 
refers to the social circle formed by several firms with close interaction; while network refers 
to the environment formed by a number of small cliques. A clique is small because it 
consists of less than 20 members. Within the clique, the linkages among organizations are 
rather strong. They have close interaction with each other. Similar to the findings of 
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Gargiulo and Gulati (1999), past alliances further reinforce future alliances. Hence, a past 
alliance in a clique enhances future alliances and promotes interorganizational relationships 
inside the clique. Within each clique, the organizations are tied with both interpersonal ties 
and business transactions. Trust and friendship was formed with repeated business 
transactions and personal acquaintance. 
Network Deficit 
"Network deficit" is introduced here to describe the interorganizational network of the 
software industry in Hong Kong. Within the small clique itself, relationships between 
organizations are relatively closer than those outside the clique. Trust and friendship 
emerge with repeated exchange and constant interaction in the small clique. However, 
organizations may keep a distance from people in other cliques. Not many organizations 
(especially the peripheral firms) would have ties beyond their clique (Figure 4.3). 
We can find closer interaction between both node firms and peripheral firms inside a 
small clique. The difference between node and peripheral firms are that node firms have 
inter-clique linkages and their inter-firm ties are more far reaching. Node firms can reach 
more individuals compared to the peripheral ones. 
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Figure 4.3 Illustration of "network deficit" 
N 二 Node Firm P 二 Peripheral Firm 
When we move our focus to the ties between the cliques, the ties become fewer. There is a 
missing "link" between members in different cliques. Because of the missing link the 
transfer of resources and inter-organizational learning is hindered. People cannot maximize 
the benefits of the larger network in resource utilization and interactive learning. To recap 
on the discussion on the concept of “coupling” by Granovetter in Chapter 2，the network 
exhibited by Figure 4.3 could also be described as a weakly coupled network. As resources 
like client acquisition, capital accumulation and production innovation are essential for doing 
business in the software sector, the performance of the software organizations was affected by 
“network deficit" 
The Network Properties - Conflicting Networks 
The software industry was described as a conflicting network in a sense that consensus 
between cliques in the network appeared to be lacking. People with the technical 
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background in the industry had their own ideas and they had rather low acceptance of others' 
points of view. “ Technical workers are very intelligent. They have high self-appreciation 
and reject other 's opinions. Therefore, consensus is difficult to achieve, “ Mr. So of company 
Q who is an accountant said. It seems that people from the technical background had their 
own way of thinking in doing things and they did not like to follow conventional ways. A 
similar opinion was held by Kwok (company P), she said "I think that people only mind their 
own business. They don 't like to join others and do something together.“ 
More than 70% of the respondents admitted that the cohesion of the industry was low. 
They would agree on the point that high tech people have different beliefs and they enjoyed 
their freedom of thought, even though consensus was not attained. 
The Breadth of Exchange 
As mentioned in Chapter 2，Oliver (1990) summarizes six types of interorganizational 
relationship - trade associations, agency federations, join ventures, social service joint 
programmes, corporate interlocks and agency-sponsor linkages between organizations. 
Regarding trade associations and agency federations, it is found that there are more than 
sixty such kind of associations in Hong Kong. Among the company representatives I 
interviewed, most of them would join a maximum of three associations. Some of the 
respondents said that they were too busy with their corporate business and they could not 
spend the time and energy to join too many associations. Especially in the small software 
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firms, the respondents said that it was too expensive to join the associations and they could 
only afford to join one or two. 
Concerning joint ventures as well as mergers and acquisitions in the industry, 
representative of Company W said that software firms in Hong Kong seldom merged or 
buy-up each other. Two of the respondents had the experience of a company buy-out in 
around year 2000 before the IT bubble burst. They asserted that the experience was painful 
and they would never buy any IT companies again. One said, the firm which was bought by 
her company was in a mess and it took her time to restructure the firm. She described that 
the experience scared her. Another respondent said that the newly bought companies were 
hard to manage. He promised himself not to repeat such a "mistake" in future. When we 
look at joint ventures the respondents said that there was no need to form a joint venture with 
other companies and as a result they did not enter into any joint ventures. 
In 2003 there was a campaign called Brighten Hong Kong Campaign. It was a social 
service joint programme which helped promote business in Hong Kong in the aftermath of 
the SARS (atypical pneumonia) attack. The campaign was a collective action that aimed 
to restore the confidence of foreigners in Hong Kong after SARS, and to show the unity of 
Hong Kong people in different aspects. This is one of the efforts to promote the image of 
Hong Kong as a determined and confident community so as to attract customers and investors 
back to Hong Kong after the threat. One of the founders of the campaign said that it took 
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her much effort to invite other IT associations to support the events. The reason it took so 
much effort was that even though the programme seemed to be good for Hong Kong and the 
IT industry, not many IT associations agreed to join. Then, I asked the committee members 
of one IT association for the reason why they did not join the social service campaign. He 
said that his committee members thought that the campaign was too instrumental. They 
did not want to make any effort to promote other associations. To him, the purpose and aim 
of the campaign was none of their business. From this case, it revealed that working 
together for the common interest was apparently not attained in the software industry. The 
failure to mobilize IT associations to take part in collective action is quite common in Hong 
Kong. This was just one of the several cases I found from personal observation. This 
also revealed a degree of conflict among those cliques and organizations who did not ally for 
the social service joint programmes. 
Interlocking directorship was rarely observed. From my interviews, only a few 
company representatives belonged to the board of directors in other firms of the same 
industry. To become a member of the board of directors of other firms, a company 
representative should have broad social network or adequate financial support. But such 
kind of people seems to be rare in the software industry. 
The agency-sponsored linkages with the industry itself were not strong either. There 
were not many company representatives who had investments in other software firms. 
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Instead of investing in other software firms, people would like to concentrate on their own 
business. A number of interviewee said that they prefer to focus on their own firms more. 
Some of them may have investment in other companies but the percentage is quite minimal. 
It is found that the six type of interorganizational relationship did not contribute many 
overlapping ties in the software industry in Hong Kong. It made the software firms less 
embedded in its industry. 
Interorganizational exchange beyond a close social circle was rare. The respondents 
would use words like "not many", "several" or “less than ten，’ to describe the number of close 
industry partners their companies had. Although a number of respondents refused to 
disclose the exact figure, their claims revealed that they would not have wide and extensive 
exchanges with others. 
There were few interpersonal ties among high tech workers. Tan of company B said, 
“IT employees like to do research themselves. When they finish their work, they prefer to 
go home. Or else, they may have a gathering with their close friends or colleagues. They 
rarely move beyond their proximate circle." Tan's claim implied that IT employees mostly 
stayed with their close social circle for most of the time and they seldom make friends with 
someone beyond their clique. Inter-clique ties were few. 
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4.6 Summary Remarks of the Chapter 
The network of the software industry in Hong Kong appears to be a loose one. Most of the 
company representatives interviewed contended that the software industry lacked cohesion. 
Common interest was not always sought or achieved. 
One of the respondents said, "if our IT industry keeps on being a loose network and 
lacking in cohesion, the government's plan to boost the IT industry would be a total failure." 
Her opinion summarized how the fact that the industry was unorganized affected the 
performance of the software industry in Hong Kong. 
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CHAPTER 5 INTERORGANIZATIONAL RELATIONSHIPS AND PERFORMANCE 
5.1 Performance and Network Position of Firms 
How does the network position correlate with performance? Previous studies have 
shown that firms possessing more ties with other companies would have a higher chance of 
success. They are the better performers in the market. Following this logic, those node 
players with a higher concentration of ties will perform better than their peripheral 
counterparts. 
In Chapter 4, firms were divided into two categories, namely, node players and 
peripheral players, and this same classification is now adopted to categorize those firms 
interviewed. If the respondents said that they had many ties with other organizations, then 
they were classified as node firms. If，on the other hand, they said that they had only a few 
ties with others, say less than 10’ then they would be classified as peripheral firms. 
Examples of node firms are A, B, C, D, I，K，M, 0，P, U, T, V and W, while examples of 
peripheral firms are E, F, H, J, G, L, N，Q, R and S. 
The node and peripheral classification only refers to the number of ties owned by a firm. It 
does not have direct implication on the strength of ties possessed by that organization. That 
means an organization may have pure strong ties or pure weak ties with others. Or else, it 
may possess a mixture of strong and weak ties. In any case, a node player would possess 
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more ties than a peripheral player. 
Companies were further divided into two more groups ~ positive performers and negative 
performers . The former are profitable ones with continuous sales growth over the past 
three years. Companies A, B, D, I，K，M, 0，P, U, T and V all fall into this group. 
If a company had a net loss or they had a decrease in sales over the past three years on 
average, they were classified as negative performers. Companies C, E, F, J, G, L, N and W 
are examples of such. The performance and network position matrix is summarized as 
follows: 
Figure 5.1 Network position and performance matrix 
Performance in the past 3 years Node Player Peripheral Player 
Positive Performance A, B, D, I，K, M, 0，P, 
U , T *，V 
Negative Performance C, W E, F, J, G, L, N, R 
Unknown Performance: Company H，Q，S 
* In company T, only the performance over the past year was available. 
From Figure 5.1, we find that node players tended to perform better than peripheral 
players. Node player companies such as A, B, D, I，K, M, 0，P, U, T, and V which all 
possess a higher concentration of ties，either in customer ties, sponsor-based ties or 
intra-industry ties, were found to perform positively. Those node firms interviewed 
included local small and medium enterprises (A, 0，U)，public-listed firms or their 
subsidiaries (B, T, V) and large multinational firms (D, K, I，M). We should note that both 
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small and large firms can be node players. It seems that company size does not solely 
account for tie concentration. 
But not all the node firms performed positively. Companies C and W are examples of 
negatively performing firms with a large number of ties. Although these companies could 
establish close ties with their suppliers, customers and sub-contractors, both companies spent 
too much on research and development of new technology. The high proportion of total 
spending on these two aspects contributed to the loss over the past three years. However, 
Company W has recently announced positive results. It seems that their investment in high 
technology has started to show a return. The negative performance could well be temporary 
and profit should be recorded in the long run, after this gestation period. 
When we take a look at the peripheral firms, companies E, F, Q J, L, N and R were 
found to be performing negatively. They were those firms who could not enter the node 
positions. Such companies could not establish close ties with customers, sponsors, 
contractors or sub-contractors. Among those peripheral firms with negative performance, 
were local small and medium enterprises (E, F, G, L) as well as local public-listed firms (J, N). 
However, cases of peripheral firms with a positive performance were not found in my 
research. Perhaps, it was difficult to identify such firms in the market. In short, those 
peripheral companies which had a "network deficit" were very likely to also have a relatively 
poor performance. 
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The distribution of node and peripheral firms does not represent the real situation in 
the software industry. As discussed in Chapter 4，the overall performance of the industry is 
not very well though we still have nine positive performers in the samples. The reason is 
that all firms interviewed are not drawn by random sampling but by snowball sampling. 
Due to the research limitation, it is hard to get the results that would fully reflect the actual 
distribution of node and peripheral firms in reality. 
Before this research commenced, I used my personal network to interview the first few 
respondents because I have been working in the industry for three years. To make the 
research more representative, I asked the respondents to refer other potential respondents 
whom I did not have previous contact. Thus, very few cases are cold-called in the research. 
This is why the peripheral players are harder to be identified in the research. In addition, 
even when I conduct the interviews with the peripheral firms, I found that the respondents 
were very reluctant to disclose their performance. For example, the negative performance 
of company R was recorded fifteen months after the first interview. It took me much effort 
to find out the performance of those peripheral firms. If I cannot become close friends with 
the respondent in company R, it is hard for me to get the truth and know his corporate 
performance. In fact, the performance of most peripheral firms were known indirectly 
between September 2004 to September 2005 because I returned to IT industry after two 
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years' full time research. Invited by one of respondents, I joined his company and doing a 
public relationship job. My major responsibility was to maintain good relationship with the 
trade associations like the Federation of Hong Kong Industries, the Information Technology 
Joint Council (the IT President's Associations), the Hong Kong Association for the 
Advancement of Science and Technology, alumni associations of the engineering departments 
of local universities and so forth. My job is to organize some seminars, networking sessions, 
site visits and dinners for the IT professionals. Thus，I had the chances to meet some of the 
respondents again. However, most of the people I met in the past one year were from the 
node firms and very few are from the peripheral ones. Furthermore, my job requires me to 
work closely with government departments like Innovation and Technology Commission in 
Hong Kong and Department of Science and Technology in the Guangdong Province. 
Companies H, Q, S did not disclose their performance, and therefore, conclusions about 
their network position and performance could not be drawn for these three companies. 
Because they are all small private ventures, there is no way to know the corporate 
performance unless they are willing to disclose. As such，peripheral firms are hard to be 
identified in the community. My personal network is not wide enough to know the close 
partners of those three companies as well. However, the comments of the respondents 
towards the industry as a whole and their difficulty in building ties with the customers or the 
sponsors are still very useful for this research. 
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To elaborate how network position affects performance from both positive and negative 
angle, case studies of Companies L, C，A and M were chosen for further investigation in this 
chapter. 
Not only the above table indicated how performance was related to inter-firm network, 
the following quote from a magazine clipping also pinpoint the importance of lOR to 
performance of the industry as well: It was the dialogue between two industry experts, Mr. 
C.S. Ng from Computer and Technology and Mr. Samson Tarn from Group Sense Limited. 
They are the senior management of two IT companies which are public listed in the Hong 
Kong Stock Exchange. 
“In Hong Kong, we seldom hear that small enterprises merge together and form a larger 
and stronger firm. The customer group of the small software firms remains the same year 
after year. The customer growth is low. In the United States, we can easily find the 
consolidation of small and medium IT firms. Two or three small IT firms will merge 
together to become a bigger corporation. After the consolidation, such firms will become 
large enough for initial public order (IPO) in the stock market. It is a good way to raise fund 
for the companies. Because of the few mergers and acquisitions in the industry, our 
software sector may become marginalized in the market. ” Ng said] 
So according to Ng，merger or acquisition of other firms was hardly ever found in the 
» TAM Samson. 2004. "Elite Interview - Mr. C.S. Ng" (IT 名人錄-吳長勝），Sing Tao Investment Weekly (星島 
投資面 Vol. 11 (28 June 2004) 
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Hong Kong's software industry. He added that without such merger, software firms in 
Hong Kong failed to acquire more financial resources. This then hindered the growth of 
small software firms here. In the same article, the author. Tain, said, "it was inevitable for 
customers to trust the larger corporation more. Thus, IT firms should think about the ways 
to make themselves to grow larger through inter-firm collaboration Our IT firms should 
set aside their self interest and cooperate with each other. Through sharing of resources and 
joint research of innovative products, the effect of synergy could be achieved. The power 
of unity is the motto of the IT SMEs in new market and new product development. Synergy 
and collaboration are also the key to success." As both Ng and Tam are elites in the IT and 
software industry, their comments can reveal how interorganizational relationships affect the 
performance of the software industry in Hong Kong. Deeper cooperation would be 
expected to improve the industry and organizational performance. 
5.2 Case Studies 
i) A peripheral firm with negative performance: Company L 
Background 
Company L specializes in logistics software for sea and air freight. In addition, the 
company also provides system integration services which customize the software to the 
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customers' computer system. Founded by Wang, who has twenty years of experience in the 
software industry, Company L has now been in operation for more than ten years, both in 
Hong Kong and in the Mainland China. 
Business model 
Company L makes money from selling software and associated services. Like many 
other small software firms in Hong Kong, it does not provide packaged software. Instead, it 
provides customized software to its customers. 
Over the past ten years. Company L has focused more on the technical capability of its 
new products. The reason for this is that the founder of the Company L, Wang, started her 
career as a system architect. Her main interest was in designing software systems and in 
developing her technical skills. “I definitely focus on development (of software) and my 
company has been focused on the development (of logistic software) in the past 10 years," 
said Wang. Thus, Company L researches and produces logistical software products with 
powerful functions. Wang thought that this technical expertise of the company would attract 
customers to its products, but the recent shrinkage in its customer base and the increased 
market competition has changed her mind. Realizing that many customers do not need such 
advanced and sophisticated system features, she said that she needed to shift from a focus on 
technology to a focus on the market. "In the coming ten years, my company will become 
sales and market focus," Wang said. As more custom-made solutions were demanded by 
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customers, shifting the focus towards the market in the future might enable the company to 
expand its customer base. Otherwise, the Company could not capture a larger market share. 
Hence, Company L needs market development partners to develop more market-oriented 
products. 
Embeddedness in networks 
A company will be more successful if it has a strong customer network. Therefore, 
Wang of Company L said that growing with customers was vital to her company. She added, 
“we should feel that we grow with customers. For example, we will prepare some software 
solutions for our customers in advance. When they voice their needs out, our staff can 
present them with ready-made solutions immediately. Through this approach, a long-term 
relationship is established with our customers and this increases their loyalty. Our 
customers will then constantly buy new products from us. In addition, in order to recognize 
the customers' needs promptly, our staff would visit our customers from time to time. 
Constant communication with customers will promote mutual understanding." Such a 
working relationship seemed very ideal to Wang. However, she admitted that the company 
vvas not good at maintaining relationship with customers and it did not have many so-called 
loyal customers. So, its customer base was in fact quite small. Wang admitted that 
technical professionals like her were not good in marketing and communication. She found 
hard in promoting good customer relationship management and increasing customer loyalty. 
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As negative growth was recorded by Company L, this lack of a customer network was likely 
to be one of the reasons. 
Resource Exchange and Interorsanizational Learning 
Company L would partner with large firms like IBM and PCCW for resource exchanges. 
For example, the company used IBM software as a platform to create its own logistical 
software solution. This partnership benefited both IBM and Company L. When I 
interviewed the representative of IBM, my respondent said, "our company gained domain 
knowledge in doing software solutions in the logistic sector by partnering with Company L." 
Company L earns goodwill from IBM. In fact, partnership between a large company and 
local independent software vendors (ISV) are very common in Hong Kong, because if they 
advertise that they are using the products of the large company, their potential customers will 
have more confidence in the reliability of the products. In addition, promotional support 
from a larger company was also beneficial to the smaller firm partners. For instance, 
Company L can share marketing resources with IBM. In my research, I found that most of 
the firms interviewed would have a partnership with a large software Company Like IBM, 
Microsoft or Hewlett Packard. 
However, such partnership has its limitations because the multinational firm is so much 
more powerful in the relationship. For example, as part of the partnership, the small firms 
may be forced to send their staff to examination courses or guarantee some of their sales 
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quota in order to become a "qualified" partner. As there may be a number of qualified 
partners, each one might not get the same amount of resources from the large firm as they 
will need to compete with each other in order to gain more resources. Therefore, small 
firms are still dependent on the large firms. Due to intense competition and limited 
resources, resource sharing and interorganizational learning among small and large firms may 
not be so effective. Furthermore not many large firms are willing to share their knowledge 
and skills with small firms. Even if some are willing to do so, not much knowledge or skills 
are passed actually on，according to my respondents. 
We turn now to financial resources vis-a-vis interorganizational relationships. When 
Company L needed financial resources for new market and product development, network 
would not help because Company L had not established any relationship with banks or 
venture capitalists for fund raising. Although Wang knew that she needed to establish some 
ties with the sponsors, no suitable party was identified. The company was, therefore, still 
facing a drop in sales and a lack of capital which prevented it from expanding. 
Although Wang thought that developing innovative products with other industry players 
would be useful because they could learn from one another, she admitted that she did not 
have any experience in this sphere. "We develop all software on our own," Wang said. 
While Wang pointed out that a partnership with other firms broadened the horizons of a 
company because each could learn from one another and it enabled the involved parties to 
92 
Chapter 5 Interorganizational Relationships and Performance 
produce more value-added products and services, she likewise felt she could not identify any 
firms to partner with. "I don't think that other firms are doing softwares actually. Those 
who know how to write software may not know how to run a business." Wang said. To 
Wang, her comments outsourcing was that, "it is good if we can know the strength of each 
other and cooperate. However, when the expectation towards other could not be met, 
conflicts would arise. Then, we cannot close the deals with customers. We should be very 
prudent (before initiating an outsourcing partnership." That was the reason why Wang said 
that partnership building in the software was not her major focus. For the moment, she had 
reservations in sharing with others. Hence, no value-added products were being made 
through interorganizational learning and resource exchange at the moment. This failure to 
secure an interorganizational partnership meant that Company L could not use joint venture 
or joint projects as a tactic to expand its customer base. This partially explains the poor 
performance of Company L. 
From the case example, we understand that failure to establish a close 
interorganizational relationship affected the possibility of producing new products and 
obtaining further financial resources or extra customers. As a result, the lack of an 
interorganizational relationship was one of the factors to explain the under performance of a 
peripheral firm like Company L. 
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ii) Node firm with negative performance: Company C 
Background 
Company C is a software consultancy specializing in the wireless application of mobile 
and handheld devices. The largest customer of Company C is the Hong Kong SAR 
Government. However, the company does not work on projects alone all the time. It 
sometimes works with "partners" which the company defines as suppliers, contractors and 
subcontractors. "We work with different "partners" like suppliers and software vendors (i.e. 
contractors and subcontractors) and maintain good relationship with our clients," 
representative of company C, Mr. Cho said. With the help of these "partners". Company C 
provides a full-range of services to satisfy its customers' needs. 
Business Model 
The respondent said that the company would target several industries like facility 
rnanagement, logistical management and insurance to sell their products or service. On 
approaching its target customers, the company fully utilized its "partners" as channels. 
Representative of Company C, Mr. Cho added that sometimes his company was the 
subcontractor of its partners and sometimes it was the other way round. He said that this 
shifting role was essential to the company in a sense that it helped make a lot of friends with 
common interests in the industry. "Personal ties could provide market information to the 
company." He quoted how to know the bidding price of others as an example of getting 
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market information from interpersonal ties. We won't know the price of others. We can 
know such information from informal channels within our social circle. Then we will know 
the price for successfully bid and win the subsequent bid in future," Cho said. Apart from 
these partners, Cho commented that hardware suppliers like IBM and Intel also played a role 
in referring business, through linking them with other contractors and subcontractors. 
Similar findings were also found in other companies during this research. 
Although Company C is a node firm, negative results were recorded because it had 
invested too much in the research and development of new technology. Cho always said 
he was testing new software with latest model of Personal Digital Assistants (PDAs) and 
smartphones (mobile phones with PDA functions). He would show me his latest software 
every time I saw him. Due to the high degree of uncertainty in the high tech market, a 
return on investment was not guaranteed. Some of the investment failed because of poor 
prediction of the market trend, while some was still waiting for future returns. The 
respondent remained optimistic as he could foresee a profit within the coming days. 
Embeddedness in the network 
The shifting roles of Company C and its partners, as they moved between being 
contractors and subcontractors, enhanced their embeddedness. Cho claimed that he would 
have about ten "partners" constantly to work with. They tended to use emails, telephone 
and informal gatherings to enhance their relationship. 
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In addition, the staff of Company C joined relevant associations to keep in close contact 
with their customers and partners. For instance, a number of key management staff joined 
the International Facility Management Association (IFMA). Cho said, "through industry 
conferences, they can establish rapport with local software firms and jointly bid projects with 
them later on. Sometimes, we can find new clients as well.” While Cho felt that the 
activities organized by professional bodies and trade associations served as very useful 
platforms to develop further business. He said that he was not currently involved in many 
of those activities those he could give me a monthly activities update of IFMA. 
To establish a closer relationship with its clients. Company C assigned staff to various 
levels of contact. For example, respondent Cho said that management staff were 
responsible for handling strategic matters with the client's top management. At the 
operational level, technical staff in Company C were responsible for exchanging their 
knowledge and ideas with the client's technical staff. Cho added, "the arrangement would 
ensure the smooth and seamless operation with clients at different levels." Because 
company staff were working closely with the clients at various levels, Company C could 
establish closer ties with its customers and it could be more embedded in the customer 
network. Therefore, "through learning from its clients, knowledge of our technical staff 
and senior management is much enhanced." Cho concluded. 
During the 18 months of observation of this research, Cho always mentioned that his 
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company had projects with the Housing Authority of the SAR Government. Apart from this, 
he also mentioned the name of the Housing Society and the Hospital Authority for several 
times. It seemed that his company mainly did business with government bodies. 
Resource Exchange and Interor2anizational Learning 
Cho admitted that the circulation of market information in the clique, like market price 
and project specifications, were vital for his business. Knowing the market price, the 
company would know how to charge near to the market price. On the other hand, knowing 
the project specifications of its competitors helped the company to present better 
specifications in coming bids. He said, "through information exchange with our friends in 
the circle, I would know why we lose the project. This is a good learning process to us. If 
we do not learn from others, how can win in the next bid?" 
Not only market information, but also joint marketing effort with partners, especially 
the hardware partner or suppliers, was also common in its small clique. Cho said that he 
would have an agreement with its hardware supplier like HP. The joint effort was useful for 
both companies to bid for a project successfully. In addition, Company C would hold 
some promotional programmes like seminars and conferences with its hardware suppliers. 
‘‘The main purpose of these promotion events was to keep in touch with its existing clients 
and attract new clients." Cho said. He admitted that such kinds of promotional efforts were 
popular around year 2000 but after that they became much fewer. 
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Company C has some joint effort with other firms in the promotion field. However, 
resource sharing at a deeper level, which involved interorganizational learning, seemed not to 
happen frequently. Cho thought that the solution service provided by the company was 
advanced enough. There was no need to learn from others. "There was also no need to 
share more advanced features with others in its solution," he said bluntly. Cho claimed that 
he preferred to keep a distance with players in the same industry on certain occasions because 
the industry players were both competitors and subcontractors of the company. From the 
description by Cho, his company was actively participated in the industry activities. As in 
the case of Company C, some node firms were found to be keeping a distance from other 
organizations. Close relationships between organizations were not very stable in general. 
The fact that Company C had a negative performance was not the result of poor 
interorganizational relationships. Indeed, the company was able to establish a number of 
ties with other players in the high tech industry. The negative performance was just 
temporary. Future return is expected if the company sustains its interorganizational 
relationships in the long run. 
iii) Node firm with a positive performance: Company A 
Background 
Company A has an internet-based software with advanced functions that its client could 
use the software to search news through the internet. The company now develops a new 
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media monitoring software to assist its clients in their corporate communications functions. 
Funded by the Chinese University of Hong Kong, Company A was set up in 1997. Then, 
two venture capitalists invested in the company and became the major shareholders. 
Company A was a small firm with about 30 staff in Hong Kong at the time of the interview. 
There are 60 media agencies in Hong Kong and 800 media agencies in the Mainland 
providing content for Company A's software platform in the electronic news searching 
services. The number of ties possessed by Company A is quite abundant. But the 
respondents pointed out that these ties are quite weak. The company does not have a very 
close relationship with such content providers (i.e. news agencies like Reuters or newspapers 
in Hong Kong, China and Taiwan). According to the respondent, it was not necessary to 
keep very close contact with the service providers once their partnership agreement started 
and he did not think that he was keeping close relationship with other parties like clients or 
content providers. The reasons will be discussed in the later sessions. 
The abundant weak ties still support the business of company A and it has shown a 
positive sales growth in the past three years after a large scale restructuring in 2001. 
Business Model 
Company A provides information services to its clients. At first, company A 
negotiated content providing services with news agencies and newspaper companies in Hong 
iCong, China and Taiwan. After signing of contracts, Company A became a content 
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aggregator which provides the content of about 1000 newspaper and news agency to its 
subscribers. Through the internet-based software provided by Company A, subscribed 
clients can do their news and information searching through the internet. Company A makes 
its profit through client subscriptions. 
Embeddedness in the network 
The interviewee did not think that Company A was firmly embedded in its clique or 
network. He agreed that the company only keep an arm's length relationship with its 
clients, sponsors and content providers. Because of his past experience, he found close 
partnership with other high tech firms would not bring sales to the company and it was not 
very useful to him. "Such partnership is just a joke. I don't think that anything could be 
achieved through the so-called "partnership"." Respondent of company A, Kim said. Thus, 
it was not necessary to build such relationship. 
When talking about sponsor relationships, Kim of Company A said, "it was the job of its 
sponsors who were the venture capitalists to give them financial support. As the sponsors 
make money from buying and selling companies, the respondent thought that it was not 
necessary for the venture capitalists to keep close ties with the company they bought. They 
are in a simple buy-and-sell relationship only. They will buy a company and make it 
become a profitable business. The venture capitalist will sell it to other investors or arrange 
for an initial public order in the stock market." Though the sponsor could give respondent 
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Kim some management advice, he still thought that his relationship with the sponsor was not 
very close. But Kim admitted that its initial sponsor, the Chinese University of Hong Kong 
helped the company a lot upon my second visit to Kim. Because the company started as an 
university project, its content providers had confidence in it. The brand name of the 
university facilitated the company in getting funding from the venture capitalists. 
Furthermore, technology of Company A is fiilly supported by the university and such close 
ties with one single organization already gives a lot of advantage to Company A. Company 
A is just a typical example of the university-funded venture. Such company will have 
unique technical expertise supported by the university. Also, the university can provide 
enough ties for the organization to grow, though such ties are not necessary to be very strong. 
Client relationships were loose because of the high customer turn over rate. A number 
o f customers may cut their subscription volume after the trial period. However, the 
company had several hundred clients, the majority of which are "low volume" subscribers for 
single user plan. That means most corporate customers would subscribe for single user plan 
instead of multiple users plan. The price for single user plan is, of course, much cheaper 
than that of multiple users. 
Company A is facing a competitive situation. It is because similar substitutes of news 
clipping services can be found in the market. For example, customers can opt for traditional 
news clipping agencies instead of using the Company A's electronic news clipping services. 
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Once the one-year or two-year contact ends, those small and medium customers, may shift to 
other service providers. Such customer group does not have high loyalty towards Company 
A. However, low customer loyalty is compensated for by the support of large customers 
like government departments and major financial institutions. Therefore, Company A can 
still maintain a profitable business. 
Resource Exchange and Interorsanizational Learning 
Company A did not have much resource exchange with its clients and other players in 
the high tech industry though the company learned professional management skills from its 
sponsors. Apart from learning from others. Company A also shared its skills and knowledge 
with its content providers. 
However, Company A learnt the skill of professional management from its sponsors. 
Upon my second visit to company A, respondent Mr. Kim claimed that he learnt to become a 
professional manager under the guidance of one of its sponsors. Although the business 
environment of Hong Kong was not favourable in the past few years, learning professional 
management skills from its sponsor helped him to manage the company in such a way as that 
it produced a positive performance. Company A was saved by taking the suggestion of its 
sponsor that it should move to a different location. Otherwise, it would have gone out of 
business like others competitors. The improved sponsor-relationship promoted the 
performance of Company A to a large extent in the past year. 
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Company A is not just a skill recipient, it transferred its skills to its content providers as 
well. Local newspapers who were content providers of Company A, learnt from Company 
A and set up their own content website. In 1997，with the help of Company A, local 
newspapers like Ta Kung Pao, Wen Wei Po and Ming Pao had their first online version on the 
world wide web. "Our original task is to help the small newspapers to create their own 
online edition. And this project is funded by the government," Kim said. The skills 
transferred from Company A to the local newspaper enabled the newspaper companies to 
develop their own online edition in the second or third phase. After the projects, the 
newspaper companies supplied news content to Company A. Who did company share 
knowledge with local newspaper companies in the first place? Kim replied, "the objective 
of our government funding given to us was to help the digitalization of local newspapers. 
We have to do according to the funding requirements." The supplier relationship is not 
close but durable. The sharing of skill created a sustainable business model for Company A. 
This was an important milestone in its company history. Once such content providing 
partnership was initiated, it only required minimal effort to maintain then. Therefore, 
Company A only keeps an arm's length relationship with the content providers. 
Most of the engineers are introvert. From my interviews, I found that if the 
respondents started their career as an engineers, they like to learn from books instead of 
learning from people. Such kind of people are not talkative and do not like to communicate 
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with other people. Kim said that instead of learning from others, he just learnt from reading 
the books. For example, when he heard that a product development cycle was good for high 
tech firms, he went to the book shop and bought some books on "product development cycle". 
He read a number of similar books and incorporated the cycle into the company's daily 
operations. It seemed that Company A did not have the chance to learn from others. Kim 
said that most of the engineers like to learn from books and manuals instead of asking one 
another. They would like to spend more time on their books. 
With the mixture of many weak ties and strong ties, even local small and medium firms 
like Company A can have positive performances. Company A can still operate well, 
maintaining abundant ties with its clients and content suppliers. In fact, company is the role 
model of the university related ventures. Many of the young start-ups said that they were 
following the development path of company and built their own business. In fact, company 
F is one of such examples that using company A as its role model and sustained its software 
business. 
iv) Node firm with a positive performance: Company M 
Backsround 
Company M is a multinational IT firm with a history of more than forty years in Hong Kong. 
Because of serious turmoil in the hardware market, under the leadership of the former global 
Chief Executive Officer (CEO), Company M deliberately changed its strategy from being a 
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hardware manufacturer to software products and services provision during the past 20 years. 
Company M is now the second largest software provider in the world. The company now 
has about 100 independent software vendors (IS V) partners in Hong Kong. 
The interviewee Yeimg said that her company has spent many years in establishing 
relationship with the customers. Forty years ago, the company is just a very small company 
in Hong Kong. The company paid much effort in customer education and partnership 
building. They worked very hard to build the relationship bit by bit. The company is 
growing with the customers. The company stroked much effort to build trust and close 
relationship with customers and partners in the past forty years. 
Business Model 
Company M provides "middleware" software solutions so that ISVs or developers can 
use Company NTs products as platforms and create software solutions with enhanced 
functions for the end-users at the client side. In this sense, Company M is also the software 
suppliers of the ISVs in Hong Kong. 
Company M adopts a matrix system in its organization. The matrix is divided by 
products and by target customers. For example, the company assigns product specialists to 
handle particular software products. On the other hand, the company has industry 
specialists handling customers in particular sectors like banking, insurance or 
telecommunications. The matrix organization enables Company M to provide better 
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service to its customers. Through uncovering the customers' problems, Company M and its 
ISV partner can provide the customers with high tech solutions. Thus, not only is the 
customer relationship promoted, the matrix organization also promotes the relationship 
between Company M and local ISVs. It is because Company M can provide the latest 
information about the customers and its new product to the ISVs. 
Embeddedness in the network 
To become a qualified "partner" (i.e. reseller/distributor/wholesaler) of Company M, 
independent an software vendor is required to register with the "Partner World" of Company 
M. Upon successful registration, the ISV can resell Company M's products at a discount. 
Company M sometimes requires its software distributors or resellers to pass an examination 
provided by Company M as one of the qualifications. The amount of discount to sell 
Company M's products varies with sales volume, length of partnership or past records. In 
short, active long-term partners with larger purchase volume are more benefited. They can 
have high profit margin in the reselling process. 
According to my friends in the small IT ventures, there is a "disqualification system" for 
partners of Company M. Partners are required to take the examination again from time to 
time. If the partner fails in the examination, it will be disqualified. Similarly, a partner 
cannot enjoy its privilege from Company M if it cannot commit to the sales quota set by 
Company M. Such instrumental relationship makes the interorganizational relationship 
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between large and small software vendors vulnerable and unstable. 
When a registered “partner，，wants to sell Company M's software to its prospective 
customers, staff of Company M will accompany the reseller's staff to meet the prospective 
customer. Company M wants such act to enhance the possibility of closing the deal. In 
addition, during the implementation process, Company M may help technical staff at both 
reseller and customer sides to fix problems. Technical staff on the reseller side could also 
use the advice to develop its value-added software solution accordingly. "End-customer" 
satisfaction is thus enhanced. 
In some cases, if the potential customers have some special requirements, Company 
M will also work with the reseller in developing new or custom-made solutions. However, 
such cases are rare. Only a few large customers could enjoy such premium service. 
In addition, big customers, say multinational firms or SAR government, would approach 
Company M first because of its reliability and credibility. If the customer requirement is 
so specific that Company M lacks such kind of expertise. Company M may search its 
“partner world" database and invite a qualified "partner" to pitch or to approach prospective 
customers together. Both Company M and its partner will work together to provide 
software solutions to such large customers. 
Resource Exchame and Interorsanizational Learnins 
Company M will provide both sales and technical support to its partner. 
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Not only will Company M send sales staff to help its partner in the customer pitching process. 
Company M will also organize some marketing programmes and invite its partners to 
promote their products. For instance. Company M will hold some seminars and 
exhibitions and let its partner show its products to potential customers. Partners of 
Company M can then share marketing resources with Company M. 
In addition to sales support, partners can enjoy technical support from Company M. 
When technical problems occur. Company M will assign staff to help its partners to solve the 
problems. Furthermore, selected prime partners are also eligible to try new products of 
Company M at the pre-launch phase. This provides those partners opportunities to try new 
products and let the partners become early market adopters. Therefore, three of my 
respondents from the peripheral said that they would like to build ties with company M. 
The selected partners can develop new technological features for the Company M's new 
products and push the new products to the market with the anticipation of future market 
demand. Company M will offer such "value-added distributors" with skill enhancement 
training. Such "value-added" distributors will be much benefited. Company M does 
need the ISV to add value and features to its products. 
Company M has a well-established community with its retailers, distributors or 
wholesalers in the software industry after its 47 years of effort in Hong Kong. In the past, 
customers may have reservation and hesitation in applying IT and software in their business. 
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Now, it is hard to run a company without IT. Even the company shifted its focus from 
hardware to software, some customers are still loyal to the hardware products of M and they 
are happy to use the software products of M as well. The customer relationship is quite 
good and some of them are long-term customers. Interorganizational relationships with 
local software vendors increased the knowledge and flexibility of Company M to cope with 
market changes. Therefore, the close interorganizational relationships partly explain the 
good performance of Company M. In fact, the partnership model of Company M is also 
adopted by other MNCs in Hong Kong. They used Company M as a role model and 
establish their business in Hong Kong. Another MNC interviewed, company I also 
followed the path of Company M in their relationship building. "An extensive network is 
very essential to the company success of Company M.，，Yeung said. Respondent Lee of 
company I shared similar view with Yeung, "we can not use money to buy interpersonal 
relationship. It takes us time to build ties bit by bit.，’ 
Implications from the case studies 
From these four case studies, we found peripheral firms performed badly. Moreover, the 
software industry network is a loosely coupled one because the node firms could mostly had 
vveak ties with most of its customers. Because ties possessed by the peripheral firms are 
very few, their performance would be more affected. Their performance is rather poor 
compared with that of the node firms. 
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The respondents would regards interorganizaitonal relationships (lORs) or "networks" 
are something "nice to have，，. Conceptually lORs should be helpful in business 
development. 
Furthermore, node firms are more capable of building more ties than the perheral firms. 
Their ties are more outreaching and can establish relationship with more firms though the ties 
are not necessary to be very close. If they can have many ties, good performance of nodes 
firms would be expected. Even the node firms may not be able to build close ties with 
others, they may be able to keep a number weak ties to sustain its growth. 
5.3 The Mechanism - Resource-based perspective 
As mentioned in Chapter 2, exchange of resources can strengthen integration and 
cooperation inside a network. The phenomenon of network deficit and under performance 
will be explained from the resource-based perspective. We found that only little resource 
exchange and interorganizational learning taken place between organizations. I will discuss 
the phenomenon of network deficit from a resource-based perspective, particularly in client 
acquisition, capital accumulation, product innovation and interorganizational learning. 
i) Client acquisition 
Node firms are those who have close and abundant customer relational ties, as discussed 
in Chapter 4. In terms of client acquisition, respondents claimed that better customer 
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relationship would increase the probability of getting client referrals and acquiring new 
customers. Some interviewees said that new clients, recommended by existing customers, 
usually have knowledge about the expertise of the service providers. Therefore, the 
interviewed companies had more confidence in dealing with the referred customers because 
the requirement of such customers had a higher tendency to match the corporate offering. 
Some of the node firms said that referred business accounted for a significant percentage in 
their business though the exact proportion was not known. 
Since keeping up a strong customer network is essential for firms if they want to acquire 
new customers from business referrals, firms usually keep very good relationships and have 
steady exchanges with their existing customers. "Word-of-mouth is very important to our 
business. When you do a case successfully, your clients will refer you to another clients." 
Thus, (our channel manager) will promote our company to other partners (subcontractors) 
through his channel (inter-firm) network." Lee of company I said. Most of the node 
players pointed out that their customer relationship management was good. Newsletters, 
e-mails and telephone calls are the common tactics for firms to maintain close ties with 
customers. Because businesses coming from existing customers or their referrals is steady 
with lower drop-out rate, some node firms like company D and F, even had people dedicated 
to serving this particular client group if resources allowed. In this case, client acquisition 
was then made easier. 
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However, the respondents pointed out that new client acquisition was not always easy. 
Both the new customers and old customers still explored some "substitutes" to avoid 
dependency upon particular firms. "Customers would find one or two more suppliers for 
price comparison. They would look at the supplier profile and compare price before making 
a decision," Mr. Cho of Company C said. Four respondents from companies B, C, T and U 
held similar opinions and this implied that customers still kept a distance with service 
providers. Exchanges between customers and software firms is not smooth all the time. 
Most peripheral firms found problems in acquiring enough customers to sustain their 
growth in business. They were not able to keep very close relationships with their existing 
customers either. Such kind of loosely coupled customers are not eager to recommend the 
peripheral firms to their friends by word-of-mouth. Thus, without a solid customer base, a 
small firm cannot acquire new clients through customer referral. The small firms faced 
much difficulty in their business development. 
ii) Capital Accumulation 
Considering capital accumulation through the sponsored-based network like bank and 
venture capitalists, recurrent exchange of information between peripheral firms and sponsors 
was not easy to observe. Instead of getting financial help from external parties, most of the 
peripheral firms would rather use private funding to run their companies, no matter whether 
they were in the start-up phase or in the expansion phase. Respondents from the peripheral 
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firms asserted that there was no need to call on assistance from third parties if they could 
solve the problems themselves. They did not think of getting money from the bank either. 
It was because they thought that the bank would not lend money to the high tech firms. 
High tech firms were too risky for the prudent bankers, especially those peripheral firms 
without good sales record or a good relationship network. 
“Although peripheral firms could apply for government funding, they would not apply for 
the funding because most of the firms were not very clear about the government schemes." 
Respondents from company G said. Even though some of them knew about such schemes, 
they did not want to take action and apply for the government funding and company F and R 
were such examples. The complicated procedures deterred them from applying for any 
government funding. Because most firms think that government of Hong Kong cannot 
help them much, both peripheral and node firms seldom use the government channels to build 
their sponsor-based network. Capital accumulation through government sponsorship is not 
strong in Hong Kong. It is hard to use government funding to incubate small software firms 
to grow large even though they have such potential market niche. 
On the other hand, peripheral firms had difficulty in accumulating and gaining funding 
through an angel investor network as well. An "angel fund" refers to the initial funding of 
an organization. The angel investors are those investors who would like to invest in a 
growing enterprise that have great potential. The role of an "angel investor" is important 
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because banks and venture capitalists only sponsor those firms of a certain size. Due to 
the high risk of new start-up, banks and venture capitalists seldom sponsor firms without 
proven financial records. However, angel investors would take such a risk and invest in 
high potential small and medium enterprises at the initial stage. The sponsor-based network 
would be more complete with the presence of angel investors. Nonetheless, the angel 
investment system is not well established in Hong Kong. Peripheral firms have difficulty in 
entering the "angel investor，，network. They found it hard to be recognized by the "angel 
investors" and to raise funds through the "angel investor" network. Though a new Monte 
Jade Association (Hong Kong Chapter) was set up in late 2003 for the purpose of helping 
innovative entrepreneurs with "angel funds" in the start-up phrase, it will still be some time 
before we can see whether the angel investment system works well in Hong Kong. This is 
because Monte Jade is not well-known in the industry and not many respondents have heard 
about the association. When the respondent of company F leamt about Monte Jade, he said 
that he would like to join the association. He would like to make friends with potential 
investors. But, he found that he lacks personal ties to join the association because he did not 
know any members from Monte Jade at the moment. His desire to use the new association 
to get financial resources has not been fulfilled yet. The association is too young and it still 
takes time to see whether it could really build a systematic sponsor-based network to assist 
capital accumulation of firms in the software industry. However, the present situation is 
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tha t peripheral firms fail to use the sponsor-based network to get financial resources and 
develop their business. Thus, their failure to establish a sponsor-based network partly 
explains the negative performance of peripheral firms. 
How would the angel investor think about the sponsor-based network in Hong Kong? 
O n e of the angel investors，Mr. Kam, who used his private funds to invest in high tech firms 
in Hong Kong, said, "it takes me time to find the right company to invest in. Effort is 
required to explore the IT companies and to evaluate their growth potential. I have to spend 
m o r e time to observe a company and be more prudent in choosing the right firm to invest in 
future because I lost too much money in the past." Kam paid a lot for his wrong decisions 
in the past few years. He said that it was not easy for him to find a right target to invest in. 
Xhus, he preferred to invest in some companies which he had a close relationship with. He 
w a s quite selective. Though he knew a particular firm, he would also spend a long time to 
investigate a firm before he made the investment decision. Before the final decision, Kam 
would consult his friends within his social circle to check the reliability of the firm which he 
w a s going to invest in. The capability of the company management was also examined. 
Xhus，those firms with unknown records would be ignored. He would not consider any 
company which he did not know personally even though that company had high potential. 
X h e case of Kam showed that relationship was essential for establishing a sponsor-based 
network. Firms needed the channels to be recognized before they could get funded. 
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Without the channels, it was understandable that capital accumulation failed to take place. 
Even if a company established a sponsor-based network, it does not imply that a strong 
relationship between the sponsor and the funded firm can be built. One friend of respondent 
iCim in Company A, Mr, Leung, said that it was the usual practice for the venture capitalist to 
change the founders and management of the company. The reason is that sponsors had low 
toleration towards incapable founders. He said that in the past five years (which was from 
1999 to 2004)，among the 7 founders of Company A, only two of them still remained in 
company A. Leung himself was "requested" to leave his former company by his venture 
capital investor in 2001. A venture capitalist may probably request the incapable company 
founders and management to leave the company and would show no mercy to anybody. 
From this case, we can see that a sponsor-based network seemed to be rather weak. The 
venture capitalists would not establish long-term relationship with the corporate management. 
Even though a sponsor-based network has been established, the relationship was quite fragile. 
With a weak sponsor-based network, professional management knowledge does not 
transfer well from the sponsors to the software firms in Hong Kong. Without the knowledge 
o f management expertise from professional sponsors, firms might find it hard to leam the 
strategies, tactics and techniques to manage a firm in a professional and systematic way. 
Thus，growth of a company is much hindered. Peripheral firms, in particular, lack channels 
t o gain expertise and financial resources which would assist them to grow larger. As small 
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and medium enterprises cannot get enough resources to give them a positive performance and 
t h e software industry is dominated by those small and medium ventures, performance of the 
software industry in Hong Kong is being upset. 
Interorganizational relationships facilitate capital accumulation with a good 
sponsor-based network. But，the sponsor-based network of Hong Kong in the software 
industry is not strong or extensive enough for companies to raise fund or capital from the 
sponsors. Moreover, those peripheral firms with negative performance do not have the 
support from a sponsor-based network. The poor sponsor-based network partially explains 
t h e poor performance of the software industry in Hong Kong. 
iii) Product Innovation 
Product innovation would be more likely to occur if firms had joint projects. The joint 
projects might enable the parties involved to exchange ideas, technical expertise and 
Icnowledge. How would product innovation be affected by poor interorganizational 
relationships? 
Cheng of Company G said, "We (IT people) have only a few joint projects with each 
other. Vertical and horizontal cooperation hardly ever occurs. IT people think that it is 
quite unnecessary to cooperate with others." Similar claims were also commonly found in 
jxiy study, especially among the peripheral firms. 
There are other examples to support my claim. Peripheral firm, company E, listed a 
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business "partnership" with six other corporations in its corporate web site. When I asked 
the interviewee to give me more details about the alliance, he said that although a partnership 
existed, they had very few exchanges with each other. Furthermore, the respondent from 
peripheral firm R pointed out that exchanges between allied firms appeared to be infrequent. 
Even if they have exchanges, the form of partnership was similar to an assembly line process. 
Lau of company R said, ‘‘X company finished part X and Y company finished part Y." He 
pointed out that final product Z was just ”X+Y" with very little value-added onto Z. 
“Synergy is not achieved in such an "assembly" like partnership," Lau said. Individual 
firms would be responsible for separate parts so technology transfer for joint product 
innovation was not quite necessary in most cases. In addition, companies were more likely 
t o provide the solutions to clients on their own instead of relying on others. They would also 
like to do the product innovation on their own. IT companies were quite unwilling to share 
vvith others in the partnership deal. Joint product innovation could not occur without a 
really substantial exchange between software firms. 
iv) Interorganizational Learning 
My research revealed that node companies were popular in the sense that most software 
firms, regardless of their position, would like to partner with node firms, for example, those 
Uiulti-national node firms that had set up their own community with other high tech firms in 
f iong Kong. One of them, Company M, had about 100 firms in its partner list and it 
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accounted for one-eighth of the total software firms in Hong Kong. The experience and 
knowledge from the node firms were essential to the peripheral firms. They could learn the 
latest technology and gain market information through cooperation with the node firms. 
Four respondent in the interviews said that they wanted to be the partner of large firms like 
Company M so that they can learn from them. 
The node firms wanted to gain production flexibility through partnering with other node 
firms or peripheral firms. Some of the large node firms believed that partnership with small 
peripheral firms would give them higher flexibility in coping with sudden market changes. 
Respondents from node firm I and node firm M agreed that their firms would also learn 
specialized technical expertise and local knowledge from the peripheral firms as well. 
Although software firms knew the benefits from interactive learning between 
organizations, many firms in reality tended to hold-up the technology and did not disclose 
their knowledge to others. Respondents from company P said, "it was troublesome to 
monitor our outsourcing partners. Therefore, I did not like to do joint projects with other 
software firms in Hong Kong." Retreating from the interactive community seemed to be the 
common tactic of most firms to avoid opportunism in the interactive process. Instead of 
joint research efforts, they would like to keep a distance with other companies to avoid 
exposing themselves to the intra-industry competition. Kwok of Company P said, "We do 
not have many linkages with other IT firms. When doing projects，we would only outsource 
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a very small portion to other (IT) companies. I think we can finish the projects mainly on our 
own." The problems of partnership were increased by the lack of long-term perspectives 
among the parties involved. This showed that even though there were partnership in the 
industry, the chance of interorganizational learning was quite low. 
‘‘Our boss prefers to do the IT project through in-house programmers. It is rare to 
outsource projects to other companies. It is too hard to control the quality of 
outsourced projects. Thus, we would rather not outsource our projects to others. We 
have only 20% of our total projects being outsourced to others and the size of the 
outsourced part is pretty small It is very troublesome to monitor others and I don 't 
like that. “ (Cheung, Company U) and 
“To avoid duplication of the same technology in future, there are few technology 
transfers between our company and our partners ... I prefer to do the projects by 
ourselves only. “ (Cho, Company C) 
From the above quotes, it seems that node firms have reservations about building close 
ties with other firms in the software industry. Instead of learning from each other, they 
vv^ould like to hold onto their technology. Though they know that interorganizational 
learning might be good for them, it is also true that interorganizational learning was minimal 
i n reality. Interorganizational learning cannot occur without interaction. As a result, it 
vvas hard for the organizations to create new products and learn from each other in a situation 
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where firms refuse to share knowledge of their technology. 
As those firms having technical expertise were unwilling to share with others, how can 
t h e peripheral firms leam new technology in such a poor interorganizational learning 
atmosphere? Furthermore, interorganizational exchange is even harder when the 
inter-clique exchange in the industry is not effective in the loosely decoupled network. 
5.4 Concluding Remarks of this Chapter 
Poor interorganizational relationship with network deficit hinder the resource exchanges 
vvithin the IT sector. Each firm can only mobilize limited resources and knowledge in the 
small clique and it affects the development of firms. Respondent from Company W said, 
‘‘Unlike IT firms in China, our IT firms remain small. There is not much difference between 
t h e past and present. It is not surprising that only a few IT brand names have emerged after 
t h e burst of the IT bubbles in Hong Kong. I wish our industry players could work together 
t o strengthen the IT industry. Then, our IT industry would be able to perform better." The 
failures in resource exchange and in interorganizational learning partly explain why the IT 
firms remain small and why we have only very few large local IT enterprises in Hong Kong. 
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CHAPTER 6: FACTORS CONDUCIVE TO NETWORK DEFICIT 
6.1 Introduction 
Pfeffer and Salancik (2003) discuss how greater professionalization and specialization in 
individual firms would benefit the firms concerned. Increased mutual dependence is 
beneficial to all parties. The professional division of labour also increases the depth and 
range of services and this promotes resource flow in the network. The sad fact is that the 
specialization of software firms in Hong Kong is not so great and their mutual dependence is 
rather low. They seldom exchange resources with others. We describe this as "network 
deficit", where few ties are established between different cliques in the industry. Several 
respondents commented that "professional division of labour" was not very clearly identified 
due to keen competition and lack of pre-existing ties. The competitive situation prevents 
firms from using cliques and networks to acquire more clients and improve their sales 
through referral and subcontracting business. Instead of sharing resources with each other 
for production innovation and interorganizational learning, the respondents always claimed 
that IT companies were "fighting for" resources with each other. The performance of the 
software industry cannot improve without good interorganizational relationships. But 
why is this the case? In this chapter, I shall briefly introduce the factors causing the network 
deficit in Hong Kong in a bid to understand the phenomenon of network deficit in detail. 
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6.2 Pre-existing Ties 
Alumni networks and ex-colleague ties are highlighted here because pre-existing ties are 
mostly discussed by previous literatures. The strong old-boy networks of Stanford University 
which pushed the development of the IT industry in Silicon Valley forward is a good 
illustration of the impact of alumni network on the high tech industry. The influence of the 
alumni network is also shown in the Hsinchu region of Taiwan as well. In both cases, 
alumni networks provide prior ties for the interorganizational network through close 
interaction and exchange which improve the performance of the industry. 
In Hong Kong, do we have alumni networks which promote strong ties for the network? I 
joined a company visit organized by the Electronic Engineering Alumni Association of the 
Chinese University of Hong Kong (CUHK). There were graduates of CUHK from 1976 to 
2003 on the tour. The participants were from the science and engineering faculty. It was 
interesting that some of them graduated in the same year or in the nearby years which meant 
that they might have had the chance to have met before, but most of them did not know each 
other. Not many of them actively participated in alumni activities. It seemed that the 
alumni network was not very strong. Although the alumni association organized activities 
from time to time, the alumni did not have time to join. They said that different people 
joined the gatherings at different times. Only the members of the organizing committee 
seemed to have rather stronger ties with other alumni. In Silicon Valley, it took several 
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Table 6.1 Background of the companies interviewed 
University Education Years of Background of Node / 
Business in the Peripheral 
Hong Kong Interviewees* Player 
A Hong Kong 5- 10 years E Node 
B Hong Kong 5 - 1 0 yeas NE Node 
C Australia 5 - 1 0 years E Node 
D Hong Kong and US 5 - 1 0 years E Node 
E Hong Kong < 5 years NE Peripheral 
F Hong Kong < 5 years E Peripheral 
G US > 10 years E Peripheral 
H Singapore < 5 years NE Peripheral 
I US and HK < 5 years E and NE Node 
J Hong Kong > 10 years NE Peripheral 
K Unknown > 10 years NE Node 
L Unknown > 10 years E Peripheral 
M Hong Kong > 10 years NE Node 
N Hong Kong 5- 10 years E Peripheral 
O Hong Kong 5- 10 years NE Node 
P Hong Kong 5- 10 years NE Node 
Q Not in Hong Kong < 5 years E Peripheral 
R Hong Kong < 5 years E Peripheral 
S Not in Hong Kong < 5 years E Peripheral 
T Not in Hong Kong < 5 years E Node 
U Not in Hong Kong > 10 years E Node 
V Not in Hong Kong < 5 years E Node 
W Hong Kong > 10 years E Node 
•E=Engineering background, NE=Non-engineering background e.g. from Sales & Marketing, Finance, Accounting etc. 
decades to build up the old boy network for the region and for the people there to become IT 
giants. In recent years, our universities have started to follow the Silicon Valley way. 
They are actively rebuilding the alumni network and invite "successful alumni" to help other 
alumni. They hope such action can promote a sense of belonging among those alumni, to 
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their mother schools. Perhaps we may witness the impact of this alumni network in 
promoting inter-organizational relationships in future. 
Because most of engineers are rather introvert, they are not aggressive enough in 
building ties. From my interviews, I found that if the respondents started their career as an 
engineers, they like to learn from books instead of learning from people. Such kind of 
people are not talkative and do not like to communicate with other people. For example, 
Kim from company A said that instead of learning from others, he just learnt from reading the 
books. For example, when he heard that a product development cycle was good for high 
tech firms, he went to the book shop and bought some books on "product development cycle". 
H e read a number of similar books and incorporated the cycle into the company's daily 
operations. Kim said that most of the engineers like to learn from books and manuals 
instead of asking one another. They would like to spend more time on their books. 
In fact, the heterogeneous background of the "technopreneurs" in Hong Kong appears to 
weaken pre-existing ties. From Table 6.2，it is found that 10 of the respondents were not 
graduated from the universities in Hong Kong and it accounts about half of the respondents 
interviewee (except the unknown ones). According to respondent Chan from company H 
who is a Singapore expatriate, he said, "there is a group of overseas graduates who have 
returned to Hong Kong and have started their own software business. They are not local 
graduates." He added that such groups of people do not have much pre-existing personal 
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network such as graduating from the same university or secondary school. Furthermore, we 
have about 10 tertiary institutions offering recognized full-time engineering courses in Hong 
Kong. Even if people graduated in Hong Kong, they may not come from the same 
institution. In addition, it is found that 8 of the respondents were from non-engineering 
background and it is found that not all the IT management were coming from the engineering 
school (Table 6.2). They can be from the non-engineering background like sales and 
marketing, finance, accounting or even human resources management. Both So and 
ICwok were people from non-technical background. From my research, those respondents 
who were from sales, marketing and accounting background tended to comment that the 
technical people did not have good social skill. They were quite self-centred. "Such group 
o f people did not like to build ties with others. In fact, a number of them do not know how 
t o do that.，， Kwok said upon my second visit to her. It seems that character of the 
technical people like programmers and software developers limit their ability to extend this 
people network. The entrepreneurs from engineering background are less sensitive in 
building network. One of the respondent said that, "the network is a joke" to him. It was 
a n empty relationship without real benefit. Another respondent, Kam from company W said, 
“ I T is an innovative industry and people do not like to follow the old path." Therefore, IT 
people try their own way when doing things. It usually took much effort to get people to 
work together. 
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This further explained the heterogeneous background of the IT professionals. Common 
alumni "identity" and prior acquaintance seem lacking. 
When it conies to old colleague networks, I would like compare those of Hong Kong 
with those of Singapore or Taiwan Respondent Chan said, "unlike Singapore where its 
software industry is supported by large multinational corporations, Hong Kong does not have 
enough large corporations to train a large number of software professionals." Several 
respondents like Lim of company I commented that large corporations in Taiwan and 
Singapore serve to train up engineers for the industry and through the supply of human 
talents, knowledge is transferred from the large enterprises to local medium and small firms. 
Xhe MNC network is part of the reason for the rise of brands like Acer and Asus of Taiwan 
Qjid Creative Labs of Singapore. On the contrary, no multinational IT firms have their 
research centres in Hong Kong. Some of them even moved their regional head offices from 
|4ong Kong to cities like Singapore, Shanghai or Beijing. Another industry elite, Mr. Ng 
said that MNCs could not help Hong Kong train engineers to create the knowledge mass for 
Qur software industry and cultivate Hong Kong software brand names. Simultaneously, the 
establishment of so-called "old-colleagues" or "MNCs graduates" network is affected. 
Xhere are not enough people with prior linkages to build an industry-wide network. Thus, 
t h e low level of pre-existing ties sharpens the occurrence of network deficit. 
Although there are few prior ties among software professionals, the identity of old-boys 
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or old-colleagues is still useful. For instance, people usually ask about the university and 
faculty which they graduated from, during the "networking sessions" ^  Organized by the 
trade associations, such network gatherings are platforms for the IT people to build 
acquaintanceship with each other. Prior relationship surely helps establish ties among 
people in future. It is observed that it seems easier to make friends if they are alumni even 
though they did not graduate in the same year or they did know each other during their 
undergraduate years. Having a common identity like graduating from the same faculties or 
having been working for the same company (even they are from different departments or if 
they worked in the company at different times) seems useful for relationship building. 
However, the identity may not necessary contribute to strong ties, it is just the first step, to 
break the ice and/or to initiate conversation with others. 
We do not have enough pre-existing ties to strengthen the “ex ante embeddedness" of 
individuals in the interorganizational relationship in the software industry in Hong Kong. 
The industry network remains loosely coupled. 
6.3 Government 
Government's failure is also contributing to the network deficit phenomenon. Unlike 
government policies offered by other countries mentioned in Chapter 4, Hong Kong does not 
‘Networking sessions are the gatherings organized by the trade associations or alumni associations for making 
new friends. 
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have many policies to promote government-corporate or inter-firm consortiums. Some of 
the government policies can be obstacles to inter-firm cooperation as well. 
We can find different innovation and technology related schemes for the promotion of 
industry collaboration and upgrade in most of the economies. The results are summarized in 
Table 6.2. We can see that most of the funding are national level and the scale is quite large. 
The funding promotes the cooperation between the academic and the industry. It aims at 
promoting the joint effort of the research institutes and the IT industry in high technology 
development. 
From Table 6.2, we can see that many governments have promotion schema to 
encourage collaboration within the IT industry or between the IT industry and other sectors. 
All measures may cultivate a cooperative environment for further cooperation and reinforce 
the strength of inter-firm networks in the IT sector, but with no guarantee of success, we 
can see that Hong Kong has Innovation and Technology that support the growth of the 
industry. However, the effort of Hong Kong government is still insufficient to promote the 
software industry and it would be discussed in the subsequent paragraphs. 
First, the scale of government projects is a problem; they are either too large or too small. 
Large scale projects are a problem in that local software firms do not have enough resources to 
compete with the large multinational firms. According to respondent, Mr. Chan from 
company H who is a Singaporean, he said, "the Singapore government actively contracts IT 
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projects out in order to support local software firms and encourages them to gain the government 
tender experience so that they can grow large. However, Hong Kong does not have a "minority 
policy" like that of Singapore." That means that the Hong Kong government would not reserve 
some projects for the small ISVs to enable them to earn a living. "Due to the general purchase 
agreement, those large projects over US$1.5 million have to invite global tenders Local 
small and medium enterprises (SMEs) do not have the capacity to bid for such projects," a 
manager from a local software firm commented. 
Table 6.2: Comparison of Government Funding Schemes Related to 
Technological and Innovation Funding 
Hong Kong Singapore Japan U.S. Taiwan 
；Name Innovation 1) R&D 1) Subsidies for 1) Research & National 
of and Financial Original Development Science and 
Fund Technology Assistance Technology Excellence Technology 
Fund Schemes Research and Program Programs (國 
2) R&D and Development in 2) Technology 家科學技術發 
Intellectual New Fields Transfer and 展基金） 
Property 2) Development Commercializa e.g. Industry 
Management Expenditure tion Program and Academic 
Hub Scheme Subsidies for the 3) R&D Research 
Commercializati Excellence Scheme (產學 
on of Grant Program 合作計劃） 
Energy-Related 4) Advanced 
Technology Technology 
3) International Program 
Joint Research 
Grants 
Source: Position Paper on Government Incentives to Promote Design and R&D Investment in Hong Kong, Federation of Hong Kong 
Industries, December 2003 
Several respondents complained that project was too large for the SMEs even if they join 
130 
Chapter 6 Factors Conducive to Network Deficit 
together and bid for the project jointly. It appeared that large projects were usually won by 
multinational firms in the past. Also, "due to the lowest price bidding policy, the company 
with the lowest bidding price would win the government tender, the profit margin is rather 
small," Legislative Councilor of the IT Functional Constituency Mr. CK Sin said. Even 
when the winning firms might outsource some parts to local small and medium firms, the 
outsourced part is really small and the original thin profit margin becomes even thinner. 
Local firms cannot benefit much from such government projects. As far as small projects 
outsourced by the government are concerned, their scale is too small to support the business 
of even one firm. The interviewees pointed out that "the government breaks the project into 
very small pieces which are too small to support one particular firm". People fail to build 
consortiums and form alliances to bid for the small-sized projects. Furthermore, some 
small ISVs like respondents from company R and company O complained that they found it 
hard to become short-listed as a vendor for government projects. They could not establish a 
close relationship with the government. Our lawmaker, the IT Constituency representative 
in the Legislative Council said in our interview that government had no responsibility to 
cultivate local industry because government needed to get value for money and use its money 
wisely. Government, as the largest IT user, does not do much to promote inter-firm 
cooperation or give incentives to promote inter-firm networks. Government projects cannot 
help the industry to build cross-organizational linkages. 
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Secondly, respondents complained that Hong Kong did not have an active policy to 
attract direct foreign investment in Hong Kong. Thus, multinational firms are not attracted 
to set up their regional head-quarters in Hong Kong or induce technological advancement of 
the industry through collaborating networks. In the case of Singapore and Taiwan, 
however, multinational firms are a major driving force to promote technological networks 
and bring foreign technology to domestic SMEs at the organizational level. "There are many 
MNC acting as training centres of IT talents in Singapore and provide on-the-job training to 
enhance skills and knowledge of IT talents. Therefore Singapore possesses more 
advantages (compared to Hong Kong) in the IT industry." Mr. Cho of company C said. In 
Hong Kong however, an intimate relationship between multinational IT firms and local 
companies appears missing. As our government did not take a very active to attract foreign 
IT investment and the IT MNCs, it is understandable that Hong Kong does not have many 
multinational firms to build a strong and wide network in the industry. 
Third，unlike in other places，the Hong Kong government does not try to nurture 
particular trade associations to grow up. Therefore, "when the foreign IT associations visit 
Hong Kong, there are no "official" IT associations to meet with." Respondent Kwok said. 
One foreign IT association representative said, "Hong Kong government would like to have 
many associations. They do not want to have a centralized association. Therefore, the 
government would not allocate all the resources to promote a particular association. In fact, 
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all associations may have the chance to get the support and resources from the government. 
No particular association is picked and promoted by the government." Some of the local 
Hong Kong interviewees speculated that it was a political arrangement of the HK government 
to have so many trade associations in Hong Kong. Regardless of the reason behind this 
phenomenon, without an officially sponsored association, interorganizational networks in the 
software industry remain immature. 
Fourth, the frequent changes in government officials in Hong Kong is an obstacle to the 
formation of a good government-industry network. The respondents from the trade 
associations like respondent Kwok complained, "it took much time and resources for her 
association to build and rebuild the relationships with individual government officials 
responsible for IT policies.，，Another heads of tread associations, Ms Wang and Mr. Shum 
made similar complaints as well. Frequent changes in officials in the Commerce and 
Information Technology Bureau (CITB), Economic and Labour Bureau as well as the 
Information Technology Services Department (ITSD) (now known as Office of the 
Government Chief Information Officer, OGCIO) weaken the government-industry network. 
The interviewees said that frequent personnel changes was a problem to the industry. For 
example, in 1998，Information Technology and Broadcasting Bureau (ITBB) was headed by 
Secretary of Information and Broadcasting, Mr. K.C. Kwong and then it was headed by 
Carrie Yau in 2002. In 2002, ITBB was incorporated into the newly established CITB in 
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2002. The Secretary for CITB was changed from Henry Tang (2002) to John Tsang (2003 
onwards). When ITSD changes to OGCIO in 2004，its Government Chief Information 
Officer changed from Alan Wong to Howard Dickson in January 2005. We can see frequent 
changes in government officials responsible for IT policy after 2002. Since it takes time to 
build ties and trust, frequent changes are a problem for the trade associations when they want 
to build relationships and negotiate with the government. A close government-industry 
network does not come about in this way. 
In short, the Hong Kong government has failed to cultivate inter-firm and 
government-industry cooperation. Government cannot promote industry consortiums when 
close interorganizational relationships are not cultivated. At the same time. Government, 
being the largest IT customer in Hong Kong does not established solid relationships with the 
service providers. Therefore, the software industry remains in the state of "network 
deficit". 
6.4 Intensity of Competition 
Intensity of competition does have an impact on the interorganizational relationships of 
the software industry. As discussed in Chapter 4 because of the relatively small local 
market, firms are competing in the same market niche and for the same group of targeted 
customers. The overlapping market niche (Gulati 1999) affects the formation of potential 
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partnership. Because of the expected competition, firms dare not initiate partnership 
projects with other companies in the same industry. They worry that the alliance might 
create the risk of disclosing trade secrets to rival firms. Even if the software firms do have 
joint projects, they were quite unwilling to share their knowledge with one another. The 
respondent explained, “In the same industry, we are both competitors. We should be prudent 
in the joint project. In fact, we have very few joint projects with other companies." 
Consequently, neck and neck competition among firms in the market decreases the possibility 
of inter-firm partnerships and loosens inter-organizational linkages as well. Due to 
overlapping expertise among software organizations, inter-organizational exchange especially 
in the exchange of production knowledge seems not to occur. 
Trade and industry associations may facilitate network building at first glance but the 
situation will be the opposite if there are too many associations. Among the 720 software 
companies in Hong Kong, there are about 60 information technology industry associations 
(Appendix I). Not all of them are software related, but it is strong evidence to illustrate the 
fragmented situation of the industry. Closer ties may be observed within the same 
association. Yet, between associations to association, there are few inter-associational 
linkages. Even if an association organizes some trade events for the benefit of whole 
industry, only a few association members support such events. As was said in Chapter 4, it 
is hard to mobilize collective action in the industry. 
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A number of trade associations rely on government funding for survival. For example, 
the Innovation Technology Commission of the SAR Government has industry development 
fund for trade associations to apply for. But the development fimd is an one-off funding for 
new associational project or new association and the amount of such government funding is 
limited. This puts the associations into direct competition against each other. They need 
to fight against each other for the funding. Conflict of interest and competition for 
organizational resources among associations weaken the inter-associational linkages. 
A formal channel between trade associations and government to express the collective 
interests of the industry is not well established. Government officials usually consult the 
more “prestigious，，and "well-known" associations such as the Hong Kong Computer Society 
or the Information Technology Federation claimed by the industry professionals. Thus, in 
order to gain government legitimacy, trade associations would compete with each other. For 
instance, not all the trade associations had eligible members of the electorate to vote in the 
functional constituency in the September 2004 Legislative Council election. An association 
is legitimated by the government if its member can vote for the functional constituency in the 
Legco election. But not all associations can enjoy such voting rights. As a result, industry 
2 The eligibility of members of the electorate is another controversial issue among associations which creates 
conflicts in the industry. Because some elite members of the industry doubted the professional status of the 
members in other industry association. Some people thought only relevant IT degree holders are eligible to 
become electorate. However other though that any IT professionals who possess IT diploma and have several 
years of relevant experience can be the electorate. The degree holders doubt the professional qualification of 
the non-degree holders. They thought that those members in that association without IT-related degrees should 
not be recognized and such group of people should not have the right to cast a vote in the IT constituency of the 
Legco election. This creates much conflict in the industry and makes the industry quite fragmented. 
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associations compete with each other for the legitimate right to vote. Furthermore, the 
associations opt to do more public projects and invite the government officials to join so as to 
be "recognized" or even get the endorsement by the government. The endorsement is 
essential for getting more legitimacy in future. Collective interest of the industry is not 
established through industry associations because of the intense competition. In short, 
competition weakens inter-organizational ties. 
6.5 Cluster Effect 
As mentioned in Chapter 2，an industry cluster is believed to facilitate 
interorganizational networking in an industry because of its geographical proximity. The IT 
clusters of Hong Kong can be found in the Science and Technology Parks (Science Parks) or 
the Cyberport. The company which I am now working at will move to the Science Park 
(Pak Shek Kok) in the year end of 2005. Our senior management said, "we hope the 
relocation to the Science Park can promote a more innovative culture in our company in 
future. It is because the Science Park is a good place for knowledge exchange and inspire 
new ideas. Our engineers can go downstairs and exchange with engineers from other 
engineers in the Cyber Cafe. I hope that the Science Park can create a creative culture like 
that of Silicon Valley." The first phase of the Science Park has just completed recently. 
Therefore, talent in the Science Park and the Cyberport has not yet reached a critical mass to 
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enable it to form a well-established network. The Science Parks and the Cyberport are 
relatively young. It really takes some years to see whether they can incubate a close IT 
network in those areas. An interviewee said, “ the history of the Science Parks and the 
Cyberport is too short and no chemical reaction between the industry and them has been seen 
for the time being. Perhaps, it is too early to draw conclusions at this time." Another 
claimed that, “I cannot expect either the Science Park or the Cyberport to help the industry 
too much”. A former incubated company of the Tech Centre� said, "the Tech Centre (a 
member of the Science Parks located in Kowloon Tong) provided support and consultation to 
us. Without the Tech Centre, we did not have the vision to grow to our current size. 
However, the Tech Centre can do much more for its incubated companies. For example, it 
can promote the relationship between incubated companies in the center and other tenants of 
the Parks." When asked whether the Tech Centre promoted cooperation with other 
incubates in the centre, she replied that they did not have much exchange nor did they refer 
business to other incubated companies in the centre. From this we can see that the 
clustering effect seemed missing in Hong Kong at the moment. A close network in the 
industry has not been cultivated by the cluster yet. 
6.6 Concluding Remarks 
3 The Hong Kong Science and Technology Park nurturing technology start-ups through the Incu-Tech 
programme support at a Tech Centre. 
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No matter whether it is the pre-existing ties, government, competition or clusters, 
apparently they do not help promote the formation of closer inter-organizational linkages in 
the software industry in Hong Kong. Sometimes, such factors even discourage people from 
entering the network at all. The result is network deficit. 
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Chapter 7: Conclusion 
7.1 The Hong Kong Story: lOR and Performance 
Past research on how interorganizational relationships enhance corporate or 
industry performance was reviewed at the beginning of this thesis. However, it 
seems that there has been no research into the relationship between poor 
interorganizational networking and under-performance. To fill in this gap, I chose 
to discuss a negative case of lOR and industry's performance. I hope that my 
research can enrich our understanding and broaden our horizons in the field of lOR 
studies. 
The software industry of Hong Kong is only a small industry with about seven 
hundred independent software vendors. It only accounts for less than 1 % of GDP in 
Hong Kong. The software industry in Hong Kong plays only a supportive role and 
assists other industries. The industry, by itself does not generate much export 
revenue for Hong Kong and it is not a major industry either. Compared to other 
countries, the total workforce in the software industry is not high; there are only about 
14,000 software workers in Hong Kong. It is a low percentage compared to the 3.55 
millions working population. 
However, following the global trend of "information society”，information 
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technology and the software industry should soon be playing a more important role in 
future. Studying the factors affecting the performance of the software industry is 
important for understanding the future of Hong Kong. Based on past research in 
Silicon Valley, it is believed that interorganizational ties will have some effect on 
organizational and industrial performance. Government-private partnerships or 
inter-firm partnerships should be able to boost new technology development and 
generate value for the economy. I hope that one day, the software industry can 
become a pillar industry in Hong Kong. 
From the research, it was found that the software industry in Hong Kong 
comprises of a number of small cliques. Between the cliques, few ties were found 
and it was described as a phenomenon of "network deficit". Within the cliques or 
small networks, ties were strong and the network members may have a closer 
relationship. Clique, by definition, are small groups with a limited number of 
members. The cliques in my research contained fewer than 20 members each in 
most cases. Within the cliques, there were node firms with a higher concentration 
of network ties and peripheral firms with few interorganizational ties. Furthermore, 
the node firms were also the members who had relationships across different cliques. 
However, the percentage of node firms in the software community was rather low. 
That explained the low concentration of inter-network or inter-clique linkages. In 
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addition, firms are facing vigorous competition to become node players. In this 
situation of conflict, firms did not frequently or extensively exchange information 
with others. The exchange of resources and interorganizational learning were 
hindered in the network deficit situation. 
Resources like information and technology may circulate smoothly and 
effectively through a large network. But the situation will be the opposite if the 
network is small. Because of the small number of players, the knowledge and 
resources accumulated in the small network is also limited. The reason is that 
between the cliques, people would apparently prefer to keep their distance from others. 
Firms have a low tendency to exchange their resources with organizations outside the 
cliques. Unless a firm could get enough technical expertise and be located in a 
particular market niche, it would not be able to establish strong ties or form an 
extensive network with other organizations. 
As firms could not fiilly utilize the network for client acquisition, capital 
accumulation, joint research for product innovation as well as interorganizational 
learning under the network deficit situation as discussed in the previous chapter, this 
causes the poor performance of the software organizations. For example, small and 
medium software firms could not gain enough resources to grow larger or to merge 
142 
______ Chapter 7 Conclusion 
with other software industry to attain economies of scale. At the industrial level, 
we found that the software firms would only serve the domestic market and they did 
not have the capacity to export their products to regional or global markets. Firms 
did not join together and fight for the bigger export market due to poor 
interorganizational relationships and the "network deficit" situation. 
Four possible explanations were given for the network deficit phenomenon. 
First, was the lack of pre-existing ties like alumni networks and ex-colleague 
networks. People lack prior ties to link them together. Second was the 
government policy. There were few government policies promoting collective 
action of industry associations. Worse still, some of the government measures even 
hindered the formation of interorganizational alliances. Our government did not put 
much effort into pulling the firms together. Furthermore, competition in the market 
made the organizations retreat from building close ties with others. In an ideal 
situation, IT clusters could promote a closer network. Nevertheless, the IT clusters 
in Hong Kong did not perform their roles well to promote a networked industry at the 
moment. Without the pull and push factors in the market, the interorganizational 
relationships between software firms in Hong Kong were still poor; network deficit 
was the result. 
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7.2 Research Limitations 
i) Difficulty in Explaining a Negative Storv 
It is difficult to tell a negative story. It was easier to tell that the higher the 
network tie concentration, the better the performance of the organization. However, 
if we say it the other way round, the fewer the network ties, the poorer the 
performance of the organizational, it would be difficult because there were lots of 
factors to account for the under performance. Few respondents would admit that 
their failure was due to their inability to build ties with others. They would comment 
that others perform badly because they could not form ties with other organizations. 
But they seldom blamed themselves! They tended to complain about the poor 
economy or the poor support from the government. Furthermore, they would have 
reservations about telling others that their performance was bad. Thus, for those 
companies who were not listed in the stock market, there was no channel to find out 
the financial results of the company. Moreover, only very few of them had any 
explicit indication on the direct correlation between interorganizational relationships 
to their corporate performance. Deductions from the interview results were difficult 
to make. 
Because of the limitation of the negative story and because of other factors 
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affecting the performance of the organization and industry, I could only conclude that 
poor interorganizational relationships are only one of the factors to explain the 
performance of the software industry in Hong Kong. Further research is still 
necessary in order to find out how far the network deficit situation explains the 
performance of the software firms. 
ii) Effect of the Economy 
Not only more than 200 people were killed by SARS and more than 1000 got 
infected, but SARS also attacked the economy of Hong Kong in March 2003. 
People dared not to go out as they were afraid of getting infected. The normal 
operation of companies was affected and a policy of alternate weeks-off was carried 
out in some companies as a contingency measure. My respondents said that their 
clients were reluctant to sign any deals with them because of the poor economic 
prospects. My respondent, Mr. Cho of Company C even said that the company 
could not offer enough commission for him and he had thought of starting a new 
business in Australia. The gloomy situation upset our citizens in Hong Kong and 
the respondents were sad at the time of the interview. The view of the poor 
performance about the industry might have been exaggerated because of SARS.. 
However, the economic situation changed in the quarter of 2003. The 
interviewees tended to have very positive opinions towards the industry at that period. 
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They had very high expectations of a bright future in the coming years. Although 
there had been some progress in the first half of 2004, the effect was not as great as 
people estimated. The IT adoption rate of Hong Kong was still low. The domestic 
market remained small with slight improvement only. People were still thinking 
about how to "save" and "promote" the industry. 
In a bid to reduce the problem of over-estimation or under-estimation by the 
respondents in their interviews, my research focused on the sales growth, company 
revenues, percentage of profit or loss in the past three years. These figures would 
give a more objective evaluation of the company. On top of that, statistical data 
about the software industry Hong Kong like total industry revenue, percentage of the 
revenue to GDP, size of companies and total workforce with a comparison with other 
countries, were included. Through comparison and contrast, a fair assessment of the 
performance of the software industry was arrived at. The data were 
complementary to the results found in the interviews. 
iii) Response Rate 
In order to understand the industry better, I invited some people whom I knew, 
first. Then, I asked the respondents to refer some other respondents to me and I sent 
a number of letters to those companies which I did not know before. However, the 
response rate for those without relationship or referral was relatively low, it was about 
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15% and from among the 35 letters sent, only 5 cases succeeded. On the other 
hand, the snowballing method which I used to get new respondents from 
interviewees' referrals was quite good and I got 10 cases out of the 20 companies 
invited. The success rate of respondent from referrals was about 50%. However, 
to attain such a success rate was difficult because repeated follow-up was necessary. 
It took time to persuade a respondent to arranges time for the interview. As 
mentioned in Chapter 3，our software professionals tended to claim that they were 
working for IT industry but not in the software industry. Therefore, I needed to 
claim that I was doing research on the “IT industry" in order to attain a higher 
response rate. 
Even though some of the respondents were personal acquaintances in the 
industry or prior ties from my previous job, it never meant that I could succeed in 
getting an interview easily. Apart from rejection, it even took me several months to 
get the response from the firms interviewed. 
iv) Time Factor 
The performance study of an industry is dynamic and changes over time. 
The interviews took place from November 2002 to November 2003 while the 
observation took place from January 2003 to May 2004. A lot of incidents affected 
the industry in those 18 months and this might have affected the precision of the 
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results in the studies. Moreover, due to the limitation of time, not all the companies 
got the chance to be revisited after the interview. For example, Tan of Company B 
left his company due to personal reasons while Company I was bought by another 
MNC six months after the interview. Ip of Company E left his company and moved 
to mainland China to start another business. Ylng of Company F went to Shanghai 
in early 2003 to explore new opportunities, but in vain, and returned to Hong Kong in 
May 2004. If I had had the chance to revisit all the companies, the results in this 
research would have been more precise. 
One interesting is that I become a staff of Company W in October 2004. My job 
responsibility is keeping good public relationship. Therefore, I have many chances 
to work with the trade associations in Hong Kong and meet with the IT elites. Thus, 
I can get some "insider" news for this research. It is really out of my expectation. 
To cope with the time constraint problem, I did keep contact with some of the 
respondents and talked to them if I got the chance. This could complement the 
one-off constraint of face-to-face interviews. Moreover, I would try to verify some 
of the information claimed by the respondents from other industry players, from the 
newspaper or media report or from the corporate financial report (if any) as well. 
Newspaper reports about the respondent or his/her company assisted me in the 
interview process. I could concentrate on asking more relevant questions. 
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Sometimes, it was hard to get enough information during the 45-minute 
interview especially as the IT elites had a busy schedule. Talking with the 
respondents after the interviews or chatting with them after the recording stopped 
provided more fruitful information for my analysis. Revisiting the respondents, 
entering the social circle of the respondents as well as personal observation of the 
industry did provide me more fruitful cues for further investigation. The established 
relationship helped me to get more information from the respondents and assisted me 
to have better understanding of the industry. Some valuable information was found 
from such channel. However, it took a lot of time and resources to do so and it was 
not easy to do this extensively. Yet, I was lucky as I might not have had such a 
chance to make friends with the respondents and enter their social circle at all. It 
took time to establish a relationship with some respondents whom I did not know 
before; and I did not always succeed in doing so. 
7.3 Discussion and Further Research 
Although I am studying the under performance of the Software industry in Hong 
Kong, it does not imply that I am undervaluing the contribution of our Hong Kong 
software professionals. Rather I appreciate that they did a lot for the better 
development of the industry. But, we can do much better still if the environment is 
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more favourable. In fact, software workers in Hong Kong can work together and 
cultivate a better environment to enhance the collaboration and inter-organizational 
ties in the industry. They can still work together to alleviate the problems despite the 
environmental constraints. It's time for the IT people to review their present 
situations and forge a more cohesive IT community. Hopefully, more 
government-private partnership or inter-firm partnership in the industry is expected in 
the future. In fact, in the Chief Executive 's Commission on Innovation and 
Technology First Report, the Commission Chairman Profession Chang-Lin Tien 
(1998) said that in order to build Hong Kong as a center of innovation and technology, 
the government should focus on promoting technological entrepreneur ship, enhancing 
technological collaboration with the mainland China and fostering university-industry 
partnership. This implies that the development of software industry requires an 
innovative and networked environment for booming. We need a large software 
network with critical mass to support the sustainable development and continuous 
improvement of the industry as well. Therefore, I hope that IT people can work 
together and leam from each other for the sake of upgrading the industry so that we 
can have an innovative and creative industry. 
China is a large potential market for Hong Kong firms. The huge China market 
can compensate for the small domestic market in Hong Kong. From the data found 
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in Chapter 4，the industry in China is growing in importance. Because many 
companies have set up their regional offices in mainland China, the lOR in mainland 
China should be an area for further research. 
* • 、 
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APPENDIX I: LIST OF IT ASSOCIATIONS TN HONG KONC 
Category A: Trade associations 
Name in English Name in Chinese 
1 Business Software Alliance 
2 Chamber of H.K. Computer Industry (CHKCI) 香港電腦商會 
3 China Information & Technology Industry 中華資訊科技商會 
Association 
4 Guangdong-Hong Kong Association for the 粤港科技產業促進會(GATE) 
Promotion of Technology Enterprise (HK) Ltd. 
5 HK & Mainland Software Industry Cooperation 香港軟件行業內地合作協會 
Association (HMSICA) 
6 HK Information Technology Federation (ITF) 香港資訊科技商會 
7 HK Internet Service Providers Association 香港互聯網供應商協會 
(HKISPA) 
8 HK IT Joint Council (HKITJC) 香港資訊科技聯會 
9 HK Linux Industry Association 香港 Linux 商會 
10 HK Youth IT Association 香港青年資訊科技商會 
11 Hong Kong Article Numbering Association 香港貨品編碼協會 
(HKANA) 
12 Hong Kong ASP Industry Consortium, The 
13 Hong Kong Association for the Advancement of 香港科技協進會 
Science and Technology 
14 Hong Kong Digital Entertainment Association, The 
15 Hong Kong General Chamber of Commerce 
e-Committee 
16 Hong Kong Society for Multimedia & Image 
Computing 
17 Hong Kong Web Hosting Association 
18 Hong Kong Wireless Technology Industry 香港無線科技商會 
Association Ltd 
19 Information and Software Industry Association 資訊及軟件業商會 
(ISIA) 
20 Innovation Technology Association (ITA) 創新科技協會 
21 Internet & Telecom Association of HK 香港互聯網暨通訊業聯會 
22 Monte Jade Association (HK Chapter) 香港玉山科技協會 
23 Society of HK External Telecom Services 
Providers 
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24 The HK Association for Computer Education 香港電教育學會 
(HKACE) 
25 The Hong Kong Electronic Industries Association 香港電子業商會 
26 智能家電協會 
Category B: Associations based on individual members 
27 Asian Linux Association 
28 Association for Computing Machinery (ACM) 計算機器學會(香港分會) 
29 Hong Kong Computer Society (HKCS) 香港電腦學會 
30 IEEE HK Section Computer Chapter 電機暨電子工程學會香港分會電腦支會 
(IEEE-COMP) 
31 Internet Professional Association (iProA) 互聯網專業人員協會 
32 IT Accountants Association 電腦會計從業員協會 
33 Linux Professional Institute HK Chapter Linux 國際專業協會 
34 Open Source Knowledge Association 開放系統硏用協會 
35 Open Standard Support Organization 開源標準科技協進會 
36 Professional Information Security Association 專業資訊保安協會 
(PISA) 
37 Project Management Institute (Hong Kong) 
38 The British Computer Society (BCS) 英國電腦學會(香港分會） 
39 The HK Institution of Engineers IT Division 香港工程師學會-資訊科技部 
(HKIE ITD) 
40 The Institution of Electrical Engineers HK (lEE 電機工程師學會(香港分會) 
HK) 
Category C: User groups 
41 CLE Chinese Linux Extensions Hong Kong 
42 Confederation of HP User Group (CHPUG) 惠普用戶協會 
43 GNOME Hong Kong 
44 Hong Kong .NET User Group 
45 Hong Kong Java User Group 香港 Java 用家協會 
46 Hong Kong Linux Player Group 香港 Linux 玩家網 
47 Hong Kong Linux User Group 
48 Hong Kong Macintosh User Group 香港蘋果用戶協會 
49 Hong Kong PalmPilot User Group 香港派樂用家協會 
50 Hong Kong Samba 香港Samba使用者協會 
51 Hong Kong Telecommunications Users Group 
52 Hong Kong Win CE User Group 
Category D: Others 
53 Government IT Professionals Association (GITPA)政府資訊科技專業人員協會 
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54 HK Radio Paging Association 
55 HK Society of Medical Informatics 香港醫療資訊學會 
56 HK Telemedicine Association 香港遠程醫學協會 
57 Hong Kong Information Technology Industry 
Council 
58 Information Security and Forensics Society (ISFS)資訊保安及鑑證工會 
59 Information Technology Management Club 
60 Information Technology User-Managers Group 資訊科技用戶經理小組 
(ITUG) 
61 Information Systems Audit and Control 
Association (ISACA) 資訊系統審計協會香港分會 
62 IT Golf Association 
63 Junior Chamber International HK: IT Commission 
64 Women In Technology International 
Source: 
Sin Chung Kai Cyber Office www.sinchungkai.org.hk 
Hong Kong Productivity Council www.hkpc.org 
Name Cards received by interviewers 
Mentioned by interviewees in the interviews 
HKSARG Departments, Trade Associations & Consulates at www.tdctrade.com 
http://www.tdctrade.com/hksar/ 
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APPENDIX II: INTERVIEW OUTLINE 
Introduction 
(1) General Information: 
• Organization form: state-owned, private-owned, public listed, 
university-owned etc. 
• Firm size: 
• Total Asset: 
• Major Product: 
• Year of firm formation: 
• Company Location(s): 
(2) What is the current challenge of the company? 
(3) What is your career path & position in your organization? (Why?) 
Relationship with Partnership building 
(4) How does your company build competitive edge? 
(5) Please describe your relationship with the following parties: 
i. supplier 
ii. customers 
iii. other companies in the IT industry 
(6) Do you think that network is important for your business? Can it help to 
improve your company performance? 
(7) How do you maintain constant relationship with other parties? Can you quote 
some examples for that? 
(8) Recalling the partner with most frequent alliances (e.g. more than 3 or 5 times a 
year), how do you describe your relationship? Why you have stable 
relationship with that partner? 
(9) Referring to previous questions, what are the factors contributing to your 
constant relationship? Is that related to trust or project requirements? Would 
you still collaborate with that partner even you can find similar company in the 
open market? Why? 
(10) Who are your customers? 
(11) How do you maintain good relationship with your customer to ensure repeated 
transactions? 
(12) Where do you find new technology & expertise? 
(13) Would you do your research with external organizations? e.g. Research Institute, 
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Universities (local or foreign) If yes, who? Why you have such arrangement? 
How do you do that? 
(14) How do you recruit professionals? By referral or open market or self 
recommendation? Why? 
(15) How to evaluate your new product? 
(16) What are your market development strategies? Why you have such choices? 
Organization Performance in the past 3 years: 
(17) Break-even? How much profit in HK? 
(18) Sales Growth rate & Net profit growth rate: 
• Positive or Negative 
• Percentage: <5%, 5-10%, 10-15%, 15-20%, 20-30%, 30-50%, >50% 
Views towards the IT industry 
(19) What is your View towards IT Association in HK? 
(20) What is your view towards the IT industry in HK? 
(21) Do you think that we have close IT community like that of Silicon Valley? Why? 
Can you explain more? 
Government Support 
(22) Are you receiving any government support? 
(23) What are your comments towards government support scheme to the industry? 
Anything to improve? 
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